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EXECUTIVE  SUMMARY 


This  report  describes  the  performance  of  Medicare  in  its 
fourteenth  year  (from  October  1,  1979  through  Septem- 
ber 30,  1980). 

PROGRAM  OPERATIONS 

In  fiscal  Year  1980,  there  was  considerable  pressure  to 
combat  inflation  and  reduce  public  expenditures.  The 
Health  Care  Financing  Administration,  within  the  Depart- 
ment of  Health  and  Human  Services,  worked  to  increase 
efficiency  and  reduce  funding  for  health  care  programs. 

Beneficiaries  -  As  of  January  1.  1980,  25.3  million  aged 
and  2.9  million  disabled  people  under  65  (a  total  of  28.2 
million)  or  13  percent  of  the  U.S.  civilian  population  were 
covered  by  one  or  both  parts  of  Medicare.  Of  benefi- 
ciaries over  age  65,  ninety-five  percent  were  covered  by 
both  Part  A  and  Part  B.  Of  disabled  beneficiaries,  91  per- 
cent were  covered  by  both  parts. 

Health  Care  Resources  -  As  of  July  1 ,  1980,  there  were 
6,776  hospitals  participating  in  Medicare,  with  1,150,166 
beds.  There  were  5,052  skilled  nursing  facilities,  2,924 
home  health  agencies,  3,447  independent  laboratories, 
and  1,012  facilities  providing  services  to  program 
beneficiaries  requiring  maintenance  dialysis  or  kidney 
transplant.  Additionally,  by  July  1.  1980,  391  rural  health 
clinics  had  been  certified  to  participate  in  the  program. 

Benefit  Payments  -  During  FY  80,  Medicare  paid  $23.8 
billion  in  benefits  under  hospital  insurance  (Part  A)  and 
$10.1  billion  under  medical  insurance  (Part  B).  These 
amounts  represent  an  increase  of  21  percent  over  FY  79 
payments  of  $19.9  billion  and  $8.3  billion  respectively.  In- 
patient hospital  care  accounted  for  96  percent  of  all  Part 
A  payments.  Medical  insurance  payments  were  predo- 
minantly for  physicians'  services  (totaling  $7.2  billion  or 
71  percent  of  Part  B  payments). 

Claims  Processing  Performance  claims  received  by 
Part  A  intermediaries  increased  to  41.9  million  in  FY  80, 
an  increase  of  10.6  percent  over  1979  experience.  Claims 
received  by  carriers  rose  at  a  rate  of  13.4  percent,  total- 
ing 154.5  million  in  1980.  Overall,  the  volume  of  Medicare 
claims  rose  12.8  percent.  The  average  claims  processing 
time  for  intermediaries  decreased  from  10.6  days  to  ten 
days.  The  average  monthly  percentage  of  bills  pending 
over  30  days  dropped  from  16.9  percent  to  16  percent. 
Carriers  showed  a  slight  decrease  in  yearly  average 
claim  processing  time  from  13.2  days  to  13  days.  Over 
the  same  period,  the  average  monthly  percentage  of 
claims  pending  over  30  days  decreased  from  14.8  per- 
cent to  14.4  percent  for  carriers. 

Contractor  Administrative  Cost  Experience    The  FY 

80  intermediary  workload  increased  9.3  percent  over  FY 
79.  The  total  cost  increased  7.2  percent.  Person  years 
decreased  seven  percent  in  1980  which,  in  view  of  the 
higher  workload,  resulted  in  a  17.5  percent  increase  in 


productivity  per  person  year.  The  unit  cost  for  all  opera- 
tions decreased  1 1  cents. 

For  carriers,  the  unit  cost  decreased  by  20  cents  during 
FY  80.  This  was  the  net  result  of  the  workload  increase  of 
14.1  percent  while  total  costs  increased  only  6.1  percent. 

Program  Funding  -  The  primary  source  of  hospital  in- 
surance financing  (92  percent)  is  contributions  based  on 
earnings  by  workers,  employers  and  self-employed  indivi- 
duals. The  remaining  eight  percent  is  derived  from  gen- 
eral revenues  and  other  sources.  Supplementary  medical 
insurance  (Part  B)  is  financed  by  three  sources:  (1)  pre- 
mium payments  from  enrollees,  (2)  contributions  from 
general  revenues,  and  (3)  interest  on  trust  fund  accumula- 
tions. 

PROGRAM  ADMINISTRATION 

Administrative  Structure  -  The  overall  responsibility  for 
administration  of  Medicare  is  vested  by  law  in  the  Sec- 
retary of  Health  and  Human  Services  (DHSS).  Within 
DHSS.  primary  responsibility  for  administering  the  Medi- 
care program  is  assigned  to  the  Health  Care  Financing 
Administration  (HCFA).  The  Social  Security  Administra- 
tion is  involved  in  the  enrollment  of  beneficiaries  in  the 
program  and  other  beneficiary  related  activities.  The 
Department's  Public  Health  Service  (PHS)  acts  as  a  valu- 
able resource  in  the  professional  health  aspects  of  the 
Medicare  program.  The  Office  for  Civil  Rights  is  responsi- 
ble for  assuring  compliance  with  Title  VI  of  the  Civil  Rights 
Act  of  1964.  The  Secretary  also  uses  the  services  of  ap- 
propriate State  or  local  health  agencies  to  determine 
whether  providers  of  service  and  independent  labora- 
tories meet  the  conditions  for  participation  in  the  Medi- 
care program.  Lastly,  intermediaries  (Part  A)  and  carriers 
(Part  B)  contract  with  the  Federal  government  to  reim- 
burse providers  for  services  rendered.  They  also  provide 
other  services,  in  accordance  with  their  agreements. 

Intermediary  and  Carrier  Performance  -  Within  general 
guidelines  issued  by  the  Health  Care  Financing  Ad- 
ministration, the  intermediaries  and  carriers  must  develop 
effective  administrative  mechanisms  for  achieving  re- 
quired program  results.  The  evaluation  programs  for  con- 
tractors are  administered  through  HCFA's  ten  regional  of- 
fices. At  the  end  of  the  year,  Annual  Contractor  Evaluation 
Reports  (ACERs)  are  prepared  by  the  regions  for  each 
contractor  they  service. 

In  FY  80,  HCFA  evaluated  the  peformance  of  Part  A 
contractors  by  using  the  Contractor  Performance  Evalua- 
tion Program  (CPEP).  In  this  program,  specified  standards 
and  criteria  were  applied  to  all  Part  A  contractors  begin- 
ning October  1,  1979.  Similar  criteria  and  standards  were 
developed  and  implemented  on  October  1,  1980  for  Part 
B  carriers. 

In  1980,  eight  new  contractors  were  identified  as  poor 
performers.  Three  of  these  contractors  were  added  to  the 


list  of  probationary  contractors  bringing  the  total  to  eight 
(five  were  from  those  identified  in  1979).  Five  of  the  newly 
identified  poor  performers  received  letters  of  admonition. 
Other  evaluation  programs  include  the  Cost  Report 
Evaluation  Program  (CREP)  and  the  Carrier  Quality  As- 
surance Program.  The  CREP  is  a  comprehensive  review 
program  designed  to  evaluate  the  quality  of  the  settle- 
ment of  provider  cost  reports  by  intermediaries.  The  pri- 
mary purpose  of  the  Carrier  Quality  Assurance  Program 
is  to  provide  a  statistically  valid  and  objective  procedure 
for  evaluating  Part  B  contractors'  performance  in  the 
quality  of  claims  processing. 

Contracting  Initiatives  -  Under  Section  222  of  P.L. 
92-603,  HCFA  was  granted  experimental  authority  to  test 
incentive  contracting  for  intermediary  and  carrier  admin- 
istrative functions.  Under  an  incentive  contract,  intermed- 
iaries and  carriers  are  reimbursed  on  other  than  a  cost  re- 
lated basis,  rather  than  on  the  basis  of  actual  costs  incur- 
red. They  are  at  risk  and  may  suffer  monetary  damages 
for  failure  to  meet  performance  objectives. 

By  FY  78,  four  experimental  contract  forms  had  been 
awarded.  They  involved  the  Maryland,  Maine,  Illinois,  and 
upstate  New  York  carrier  services  areas.  The  first  was  an 
annual  prospectively  negotiated  fixed  rate  experiment 
with  an  incumbent  carrier.  The  second,  third,  and  fourth 
were  competitively  bid  fixed-price  contracts  for  Part  B 
carrier  geographic  areas.  The  experimental  contracts  are 
being  evaluated  to  determine  the  advantage  and  disad- 
vantage of  these  forms  of  contracts. 

As  of  January  1,  1979,  Maryland  Blue  Shield  reverted 
to  a  cost  contract  in  accordance  with  the  option  contain- 
ed in  the  experimental  contract.  During  FY  79,  HCFA  and 
Blue  Shield  of  Massachusetts  negotiated  a  one-year  ex- 
tension to  the  existing  contract  to  process  the  Maine  Part 
B  workload.  This  contract  will  expire  after  September  30, 
1981,  and  HCFA  has  decided  to  recompete  the  Maine 
Part  B  contract.  The  successful  offerer  for  the  HCFA  ex- 
perimental fixed-price  contract  in  Illinois  was  Electronic 
Data  Systems  Federal  Corporation  (EDSF).  Some  major 
operational  difficulties  were  experienced  during  the  first 
year  for  which  liquidated  damages  were  assessed.  How- 
ever, the  contractor  has  made  significant  progress  in 
overcoming  those  difficulties.  In  New  York,  HCFA  select- 
ed a  Part  B  carrier  for  the  upstate  New  York  area  through 
a  competitive  process.  The  operational  period  of  this  con- 
tract is  June  1979  to  September  1982.  As  yet,  no  liquidat- 
ed damages  have  been  assessed  against  this  contract. 

In  FY  80,  HCFA  negotiated  a  Part  A  fixed-price  incen- 
tive contract  with  the  Blue  Cross  Association  (BCA)  and 
Blue  Cross/Blue  Shield  (BC/BS)of  Greater  New  York 
(Plan)  to  consolidate  all  the  Blue  Cross  Plans  in  the  State 
of  New  York.  The  contract,  which  becomes  operational 
during  FY  81,  reduces  the  number  of  subcontractors 
(Blue  Cross  Plans)  within  the  State  from  seven  to  one.  The 


contract  will  extend  through  April  30,  1984,  and  will  pro- 
vide incentives  for  excellent  performance  as  well  as  the 
imposition  of  liquidated  damages  for  less  than  satisfac- 
tory performance. 

The  first  fixed-price  competitive  bid  contract  under  Part 
A  was  to  have  been  awarded  for  the  State  of  Missouri  on 
July  2, 1979.  Court  action  initiated  against  DHHS  enjoined 
DHHS  from  making  an  award  in  the  procurement.  On 
June  9,  1980,  favorable  decisions  for  the  Government 
were  rendered.  Thereafter,  HCFA  proceeded  with  the  ex- 
periment by  updating  the  Request  for  Procurement  and 
seeking  "Best  and  Final"  offers.  On  November  19,  1980, 
HCFA  announced  that  a  contract  would  be  entered  into 
with  Blue  Cross  of  St.  Louis. 

Another  experimental  contract  was  enjoined  in  the  Col- 
orado, Utah,  and  Wyoming  service  area.  The  issues  in  the 
litigation  are  similar  to  those  in  Missouri.  Again,  DHHS  ap- 
pealed the  District  Court  decision.  The  final  brief  was  sub- 
mitted by  DHHS  on  August  22,  1980.  The  appeal  is  still 
pending. 

Reimbursement  Controls/Policy  Initiatives  -  In  FY  80, 

several  initiatives  were  undertaken  to  contain  program 
costs  without  reducing  the  quality  and  accessibility  of 
health  care  services  to  program  beneficiaries.  Of  signi- 
ficance were: 

•  Reasonable  Cost  Limits  -  Under  the  original  Act,  pro- 
vider reimbursement  included  all  necessary  and  pro- 
per expenses  incurred  in  the  delivery  of  patient  care. 
However,  reimbursement  on  the  basis  of  incurred 
costs  did  not  offer  sufficient  incentives  to  control  the 
rapid  escalation  of  health  care  expenditures.  In  1972, 
Section  223  of  P.L.  92-603  amended  the  definition  of 
reasonable  cost.  Regulations  were  published  which 
authorized  the  establishment  of  prospective  cost  limits 
based  on  provider  classification.  In  FY  80,  the  reason- 
able cost  limits  for  hospitals,  skilled  nursing  facilities, 
and  home  health  agencies  were  refined.  Most  of  the 
FY  80  changes  in  the  limit  setting  methodology  were 
directed  toward  improving  the  homogeneity  of  the 
classification  groups. 

•  Special  Care  Units/Intensive  Care  Type  Units  -  On 
August  1 8, 1 980,  a  final  regulation  was  published  in  the 
Federal  Register  which  clarified  the  reguirements  for 
the  reimbursement  of  hospital  special  care  units.  The 
regulation  also  changed  the  term  "special  care  units" 
to  "intensive  care  type  units"  to  more  accurately  re- 
flect the  type  unit  qualifying  for  separate  reimburse- 
ment. 

•  Salary- Related  Reimbursement  of  Certain  Therapy 
Services  -  During  FY  80,  HCFA  continued  to  work  to 
implement  salary  equivalency  guidelines  for  physical 
therapy  and  respiratory  therapy  sevices  furnished 
under  arrangements  between  providers  and  indepen- 


dent  contractors.  The  purpose  is  to  control  expendi- 
tures and  prevent  abuse. 

•  Reasonable  Compensation  Guidelines  -  During  FY  80, 
a  national  survey  of  key  administrative  positions  was 
developed  to  obtain  statistically  valid  compensation 
data  for  selected  administrative  positions  for  each  type 
and  class  of  provider.  The  data  will  be  used  to  estab- 
lish reasonable  compensation  ranges  in  determining 
the  allowability  of  compensation  costs  under  Medicare 
regulations. 

•  Purchased  Management  and  Administrative  Support 
Services  -  There  has  been  significant  growth  in  the  use 
of  purchased  management  and  administrative  support 
services.  HCFA  is  developing  guidelines  to  evaluate 
the  reasonable  cost  of  these  services  for  Medicare  re- 
imbursement purposes. 

•  Primary  Care  Intern  and  Resident  Programs  -  HCFA 
published  a  new  regulation  changing  the  method  of  de- 
termining Medicare  reimbursement  for  the  cost  of  in- 
tern and  resident  programs  in  primary  care  in  order  to 
encourage  the  development  of  these  programs. 

•  Laboratory  Services  and  Durable  Medical  Equipment 
-HCFA  has  undertaken  an  evaluation  of  the  impact  of 
the  lowest  charge  level  provision  on  Medicare  claims 
for  12  commonly  performed  laboratory  tests  and  two 
items  of  durable  medical  equipment. 

•  New  Reimbursement  Procedures  for  Durable  Medical 
Equipment- A  regulation  which  establishes  criteria  and 
procedures  for  payments  for  new  and  used  durable 
medical  equipment  under  Part  B  of  the  Medicare  pro- 
gram was  published  in  the  Federal  Register  on  July  1 , 
1980.  The  purpose  of  the  regulation  is  to  reduce  pro- 
gram expenses  caused  by  long  and  costly  rentals  of 
equipment  and  to  reduce  beneficiary  expenses  incur- 
red through  long  rentals. 

•  Reimbursement  of  the  Costs  of  Blood  -  In  October 
1980,  HCFA  issued  final  instructions  for  reimburse- 
ment of  blood  and  blood  products.  By  focusing  discus- 
sion on  the  manner  in  which  general  reimbursement 
principles  are  to  be  applied,  HCFA  expects  to  achieve 
more  uniform  and  effective  administration  of  the  blood 
reimbursement  provisions. 

•  Reimbursement  for  Services  Furnished  by  Hospital- 
Based  Physicians  -  In  March  1980,  HCFA  took  the  first 
step  in  a  effort  to  reform  hospital-based  physician 
reimbursement.  A  Notice  was  published  in  the  Federal 
Register  to  require  carriers  to  uniformly  apply  certain 
regulations  governing  reimbursement  for  the  services 
of  hospital-based  physicians. 

•  Payment  for  Inpatient  Services  of  Foreign  Hospitals 
-Amendments  to  regulations  governing  payment  for  in- 


patient services  furnished  to  Medicare  beneficiaries  by 
foreign  hospitals  were  published  in  late  1979.  Foreign 
hospitals  now  have  the  option  of  receiving  payment  di- 
rectly from  the  Medicare  program  based  on  100  per- 
cent of  customary  charges  for  covered  inpatient  ser- 
vices. 

•  Nursing  Facility  Cost  Report  -  During  FY  80,  HCFA 
published  and  distributed  a  revised  form  HCFA-2552 
and  its  related  instructions.  The  form  is  for  use  by  all 
hospitals,  hospital-skilled  nursing  facility  complexes 
and  skilled  nursing  facilities  participating  in  the  Medi- 
care program  for  cost  reporting  periods  beginning  on 
or  after  July  1,  1979.  The  changes  to  the  form  were 
necessitated  in  order  to  implement  certain  statutory 
and  regulatory  provisions  for  which  no  provisions  were 
made  in  the  cost  reporting  forms. 

•  Modification  to  the  Medicare  Home  Health  Agency 
(HHA)  Cost  Report  -  To  implement  the  promulgated 
limits  on  home  health  agency  costs,  the  HHA  cost  re- 
port was  modified.  The  new  report  became  effective 
with  cost  reporting  periods  beginning  on  or  after  July  1 , 
1979. 

•  Home  Health  Agency  Reimbursement  -  In  August 
1980,  HCFA  published  final  regulations  which  will 
assist  in  the  application  of  cost  limits  to  home  health 
agencies  by  requiring  the  use  of  uniform  and  improved 
methods  of  determining  the  cost  by  type  of  service. 

•  Reimbursement  of  Malpractice  Costs  Based  on 
Malpractice  Loss  Experience  -  Regulations  relating  to 
apportionment  of  malpractice  costs  were  revised.  The 
change  directs  that  Medicare  reimburse  medical  mal- 
practice insurance  expense  on  the  basis  of  the  loss  ex- 
perience related  to  program  beneficiaries,  rather  than 
on  the  basis  of  the  Medicare  patients'  utilization  of  the 
institution.  This  change  resulted  from  the  findings  that 
malpractice  awards  for  Medicare  patients  were  signifi- 
cantly lower  than  those  for  the  remainder  of  the  patient 
population. 

Addtional  policy  initiatives  and  issues  are  discussed  in 
detail  in  Chapter  II,  Section  C  of  this  report. 


Improving  Utilization  Safeguards  -  One  of  the  most 
critical  areas  of  Medicare  program  activity  is  to  establish 
safeguards  against  improper  and  excessive  utilization  of 
health  care  services.  The  program  has  approached  its 
responsibilities  in  this  area  in  a  number  of  ways.  The 
structure  of  the  program  provides  some  fundamental 
controls.  For  example: 

Benefit  limits  on  number  of  days  of  care  in  hospitals 
and  extended  care  facilities  and  home  health  visits. 

Deductible  and  coinsurance  amounts. 


Services  must  be  furnished  on  a  physician's  order  or 
under  direction  of  a  physician. 

Service  must  be  reasonable  and  necessary  for  the 
diagnosis  and  treatment. 

HCFA  has  continued  to  refine  the  pre  and  postpayment 
screens  which  intermediaries  and  carriers  utilize  to  iden- 
tify situations  of  potential  overutilization  or  variations  from 
medical  necessity  norms.  Additionally,  HCFA  is  continu- 
ing an  intensive  study  of  medical  necessity  criteria  pre- 
sently applicable  within  the  Medicare  program. 

Quality  and  Appropriateness  of  Care  -  A  major  goal  of 
the  Medicare  program  is  to  assure  that  its  beneficiaries 
receive  appropriate  health  care  services.  Additionally, 
HCFA  must  ensure  that  services  are  necessary  and  per- 
formed at  the  most  economical  level  consistent  with  good 
care.  To  fulfull  responsibilities,  HCFA  utilizes  several 
interrelated  quality  assurance  programs. 

Standards  and  Certification  -  Facilities  providing  health 
care  services  to  Medicare  beneficiaries  must  meet 
certain  health  and  safety  standards  before  they  can 
receive  Medicare  reimbursement.  Annual  surveys  are 
conducted  by  States,  under  contract  with  the  Depart- 
ment. However,  in  accordance  with  the  Social  Security 
Act,  hospitals  accredited  by  the  Joint  Commission  on 
Accreditation  of  Hospitals  are  deemed  to  meet  most  of 
the  requirements  for  Medicare  participation.  The 
Secretary  is  required  to  perform  surveys  to  verify  that 
the  acceptance  of  JCAH  accreditation  is  an  effective 
means  of  assuring  the  absence  of  serious  deficiencies 
in  participating  accredited  hospitals. 

Generally,  the  Federal  Standards  and  Certification  pro- 
gram is  responsible  for  establishing  and  updating  Federal 
health  care  standards,  developing  State  survey  pro- 
cedures, and  monitoring  surveys  and  enforcement.  This 
report  includes  discussion  of  major  FY  80  activities  in  the 
following  areas: 

Skilled  Nursing  Facility/Intermediate  Care  Facility  Con- 
ditions of  Participation 

Hospital  Conditions  of  Participation 

Survey  and  Certification  Procedures  (Subpart  5) 

Fire  Safety  Evaluation  System  (FSES) 

End-Stage  Renal  Disease  Minimum  Untilization  Rates 

Conditions  of  Coverage  for  Suppliers  of  Laboratory 
Services 

JCAH  Validation  Process 


Professional  Standards  Review  Organizations  -  The 

PSROs  are  responsible  for  assuring  the  quality  of  actual 


patient  care  practices  in  facilities  that  have  been  certified 
as  meeting  Federal  health  and  safety  standards.  The 
PSRO  review  is  considered  to  be  an  external  "com- 
munity-based" system.  PSROs  are  comprised  of  practic- 
ing physicians  in  a  locality  who  engage  in  various  activi- 
ties associated  with  the  review  of  care. 

There  are  194  designated  PSRO  areas  nationwide.  At 
the  end  of  FY  80,  PSRO  review  had  been  implemented  or 
initiated  in  187  or  these  areas.  Five  PSRO  areas  are  cur- 
rently unfunded.  HCFA  FY  80  evaluation  activities  were 
primarily  of  a  developmental  nature,  preparing  for  a  full- 
scale  FY  81  evaluation.  However,  the  FY  79  evaluation  by 
HCFA  documented  positive  PSRO  impact  on  hospital  utili- 
zation. 

End-Stage  Renal  Disease  Medical  Review  Boards 

-End-stage  Renal  Disease  Medical  Review  boards  have 
quality  assurance  functions  similar  to  PSROs'.  However, 
ESRD/MRBs  review  a  special  Medicare  population  over  a 
much  larger  geographic  area — the  ESRD  network  area. 
There  are  32  designated  network  areas. 

In  calendar  year  1980,  a  technical  assistance  docu- 
ment for  the  development  and  implementation  of  a  quality 
assurance  activity  was  developed  for  use  by  ESRD  Medi- 
cal Review  Boards  (MRB).  The  purpose  of  this  document 
is  to  assist  ESRD  MRBs  in  the  development,  implementa- 
tion and  refinement  of  the  quality  assurance  activities  by 
presenting  alternative  approaches  to  various  phases  of 
this  task. 

Second  Surgical  Opinion  Program  -  In  FY  78,  HCFA 
began  a  major  consumer  information  campaign  to  en- 
courage all  Americans  to  seek  a  second  opinion  before 
undergoing  non-emergency  surgery.  The  campaign  was 
particularly  directed  toward  Medicare  and  Medicaid 
beneficiaries.  In  FY  80,  nearly  six  million  brochures  entit- 
led Facing  Surgery?  Why  Not  Get  a  Second  Opinion? 
were  distributed  to  welfare  offices,  SSA  district  offices, 
consumer  and  professional  groups,  and  other  individuals. 
Results  of  the  second  opinion  program  are  discussed  in 
detail  in  Chapter  III  of  this  report. 

Increasing  HMO  Enrollment  by  Medicare  Benefi- 
ciaries -  Health  Maintenance  Organizations  (HMOs)  are  a 
growing  alternative  to  traditional  forms  of  health  care  deli- 
very. An  HMO  is  an  organization  which  provides  its  mem- 
bers comprehensive  health  services,  without  regard  to 
frequency  or  extent  of  services,  in  return  for  predetermin- 
ed, fixed  premium  paid  by  members.  During  FY  80,  17 
HMOs  signed  contracts  to  enroll  Medicare  members. 
This  brought  the  total  of  contracting  HMOs  to  44.  Medi- 
care membership  in  HMOs  increased  during  FY  80  from 
37,012  to  66,238  or  approximately  79  percent. 

Fraud  and  Abuse  Control  Activities  -  During  FY  79,  the 
responsibility  for  full-scale  fraud  investigations  and  prose- 
cutions was  transferred  to  the  Department's  Office  of  the 
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Inspector  General.  As  a  result,  HCFA  began  to  focus  its 
attention  to  integrity  reviews,  abuse  case  processing,  ad- 
ministrative sanctions  activities,  payment  reviews,  and  in- 
creased efforts  in  various  types  of  validation  reviews. 

In  FY  80,  27,647  integrity  reviews  were  processed  by 
HCFA  regional  offices  and  Medicare  contractors.  Over- 
payments identified  as  a  result  of  these  reviews  totaled 
almost  $2.2M.  Additionally,  2,581  full-scale  abuse  cases 
were  processed  by  HCFA  regional  offices  and  Medicare 
contractors.  As  a  result  of  these  cases,  $20.8M  in  over- 
payments was  identified. 

In  FY  80,  action  was  taken  to  suspend  72  physicians/ 
practitioners  from  participation  in  the  Medicare  program. 
Exclusion  actions  were  taken  against  19  providers,  practi- 
tioners and/or  other  health  care  suppliers. 

During  FY  80,  HCFA  continued  its  extensive  validation 
review  program  to  detect  fraud,  abuse,  and  waste  among 
providers,  and  to  identify  and  correct  inappropriate  and 
potentially  wasteful  policies  and  procedures.  A  total  of 
179  draft  validation  reports  were  produced  during  FY  80 
which  identified  Medicare  overpayments  or  other  pro- 
gram savings  of  approximately  $1 12.2M.  Of  that  number, 
55  final  validation  reports  were  produced  which  identified 
total  Medicare  overpayments  or  other  program  savings  of 
$46. 5M. 


Beneficiary  Services  -  In  December  1979,  the  Office  of 
Beneficiary  Services  was  established  within  HCFA.  The 
goal  of  this  office  is  to  enhance  beneficiary  understanding 
of  HCFA  programs,  improve  beneficiary  services,  and  en- 
courage more  efficient  utilization  of  health  care  services 
by  beneficiairies.  A  wide  variety  of  information  and  pro- 
grammatic initiatives  and  projects  were  undertaken  in  FY 
80.  Primary  projects  include: 

•  A  Medigap  training  program  to  better  inform 
Medicare  beneficiaries  about  purchasing  private 
supplemental  health  insurance. 

•  An  inventory  of  beneficiary  services  to  identify 
what  types  of  activities  are  being  conducted,  the  ef- 
fectiveness of  these  activities,  and  gaps  in  ser- 
vices. 

•  Planning  for  a  "Prudent  Health  Consumer"  promo- 
tion program  to  inform  beneficiaries  of  ways  to  pro- 
mote personal  well-being  through  prudent  use  of 
health  services. 

•  A  HCFA  grant  to  develop  a  method  to  test  whether 
written  materials  are  attention-producing,  compre- 
hensible and  retained  on  a  long  term  basis  by  Medi- 
care beneficiaries. 

•  A  HCFA  Beneficiary  Service  Award  to  provide  an 
incentive  to  develop  innovative  ideas,  resources, 
and  programs  in  assisting  beneficiaries. 


•  The  Retired  Senior  Volunteer  Program  which  is  a 
peer  counseling  program  designed  to  assist  the 
elderly  with  Medicare  problems. 

•  A  directory  for  Medicare  beneficiaries  (Where  to 
Get  Answers  at  HCFA)  designed  for  use  by  SSA  dis- 
trict offices,  State  agencies,  and  beneficiary 
representatives. 

•  Beneficiary  casework  to  respond  to  special  benefi- 
ciary inquiries  and  problem  cases. 

•  Liaison  activities  with  beneficiary  organizations  to 
improve  communications. 

REPORT  ON  EXPERIMENTS  AND  DEMONSTRA- 
TION PROJECTS 

Research  and  experimentation  in  support  of  the 
Medicare  program  is  authorized  in  the  Social  Security 
Act  and  amendments  to  the  Act  and  under  the  Na- 
tional Health  Planning  and  Resources  Development 
Act  of  1974.  HCFA  studies  and  develops  ways  to  pro- 
mote efficiency  and  quality  within  Medicare  and  other 
HCFA  programs.  It  assesses  the  impact  of  HCFA  pro- 
grams on  health  care  costs,  program  expenditures, 
beneficiary  access  to  services,  health  care  providers, 
and  the  health  care  industry.  Research  and  demon- 
strations conducted  by  HCFA  test  and  evaluate  alter- 
natives to  present  reimbursement,  coverage,  eligibili- 
ty and  management  policies  of  the  Medicare  pro- 
gram. 

In  FY  80,  HCFA  conducted  research,  demonstration 
and  evaluation  projects  in  the  following  nine  program 
areas: 

•  Beneficiary  Impact  and  Awareness 

•  Health  Systems  Organization 

•  Hospital  Costs 

•  Industrial  Organization  and  Reimbursement 

•  Integrated  Data  Management  Systems 

•  Long  Term  Care 

•  Physician  Reimbursement 

•  Program  Evaluation 

•  Quality  and  Effectiveness 

A  detailed  discussion  of  each  project  is  contained  in 
Chapter  III  of  this  report. 

HCFA  launched  a  major  research  publications  pro- 
gram in  FY  80,  in  order  to  increase  access  of  its  research 
results  and  statistical  products.  Copies  of  the  Office  of 
Research,  Demonstrations  and  Statistics  publications  are 
available  from  ORDS  Publications  in  Baltimore,  Maryland. 


Introduction 


This  annual  report  describes  the  performance  of  the 
Medicare  program  during  its  fourteenth  year  (from  Octo- 
ber 1,  1979  through  September  30,  1980). 

In  Fiscal  Year  1980,  there  was  considerable  pressure 
to  combat  inflation  and  reduce  public  expenditures. 
These  concerns  were  reflected  in  demands  for  increased 
efficiency  and  reduced  funding  for  health  care  programs. 
The  Health  Care  Financing  Administration  (HCFA),  within 
the  Department  of  Health  and  Human  Services,  was  chal- 
lenged by  conflicting  demands  for  cost  containment  and 
quality  health  care.  HCFA  recognized  the  importance  of 
these  demands  and  attempted  to  deal  rationally  and  ob- 
jectively with  them.  As  HCFA  struggled  with  program 
changes  which  were  necessitated  by  the  overall  econo- 
mic situation,  it  strove  to  ensure  that  necessary  services 
were  available  to  the  beneficiaries  of  the  programs  it  ad- 
ministers (Medicare  and  Medicaid). 

The  economic  environment,  coupled  with  changes  in 
technology,  ever  growing  workloads,  and  the  increasing 
complexities  in  policy  and  procedures  led  HCFA  to  re- 
evaluate its  existing  operating  framework  for  the  Medi- 
care program.  A  strategy  was  developed  which  would:  (1) 
establish  standards  of  performance  to  be  incorporated  in 
the  Medicare  contracts,  (2)  select  and  award  contracts 
through  competition  and  on  other  than  a  cost  basis,  (3) 
combine  territory  administration  of  both  Medicare  Part  A 
and  Part  B,  and  (4)  reduce  the  number  of  contractors. 

In  addition  to  the  operational  strategy,  many  policy  and 
reimbursement  initiatives  were  undertaken  to  reduce 
costs.  The  Section  223  limits  (of  P.L.  92-603)  relating  to 
hospitals,  skilled  nursing  facilities,  and  home  health  agen- 


cies were  refined  in  FY  80.  These  prospective  limits  en- 
hance HCFA's  ability  to  control  Medicare  costs  by  defin- 
ing limits  prior  to  the  onset  of  the  cost  reporting  period  to 
which  they  apply. 

Examples  of  other  reimbursement  initiatives  include: 
(1)  more  clearly  defining  hospital  special  care  units  and 
under  what  circumstances  a  separate  computation  will 
be  used  in  determining  Medicare  reasonable  costs,  (2) 
implementing  salary  equivalency  guidelines  for  physical 
therapy  and  respiratory  therapy  services  furnished  under 
arrangements  between  providers  and  independent  con- 
tractors, (3)  changing  the  method  of  determining  Medi- 
care reimbursement  for  the  cost  of  intern  and  resident 
programs  in  primary  care,  (4)  establishing  criteria  and 
procedures  for  payments  for  new  and  used  durable  medi- 
cal equipment  under  Part  B  of  the  Medicare  program,  and 
(5)  directing  that  Medicare  reimburse  medical  malprac- 
tice insurance  expense  on  the  basis  of  the  Medicare  pa- 
tient's utilization -of  the  institution. 

HCFA  continued  to  support  the  goal  of  assuring  that 
Medicare  beneficiaries  receive  appropriate  health  care 
services.  It  undertook  a  variety  of  interrelated  quality 
assurance  programs  to  achieve  this  goal.  Primary  among 
those  are  the  Federal  Standards  and  Certification  Pro- 
gram and  the  Professional  Standards  Review  Organiza- 
tions (PSROs).  The  standards  and  certification  program  is 
responsible  for  establishing  and  updating  Federal  health 
care  standards,  developing  State  survey  procedures,  and 
monitoring  surveys  and  standards  enforcement.  The 
PSROs  are  responsible  for  assuring  the  quality  of  actual 
patient  care  practices  in  facilities  that  have  been  certified 
as  meeting  Federal  health  and  safety  standards. 
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CHAPTER  I.  PROGRAM  OPERATIONS 


A.  BENEFICIARIES 

As  of  January  1,  1980,  25.3  million  aged  and  2.9  million 
disabled  people  under  65  (a  total  of  28.2  million)  or  1 3  per- 
cent of  the  U.S.  civilian  population  were  covered  by  one 
or  both  parts  of  Medicare.  Of  that  number,  27.8  million 
had  hospital  insurance  protection  (Part  A),  and  27.1  mil- 
lion had  enrolled  in  the  voluntary  medical  insurance  pro- 
gram (Part  B).  Of  beneficiaries  over  age  65,  95  percent 
were  covered  by  both  Part  A  and  Part  B;  91  percent  of 
disabled  beneficiaries  were  covered  by  both  parts. 

The  number  of  aged  persons  entitled  to  Medicare  pro- 
tection as  of  January  1980  increased  by  600,000  (from 
24.7M  to  25.3M)  over  the  January  1979  enrollment.  This 
increase  reflects  the  continuing  trend  of  the  last  decade 
in  an  annual  net  growth  of  over  two  percent  in  the  over-65 
segment  of  the  U.S.  population.  In  addition  to  this  growth 
in  the  number  of  aged,  the  average  age  is  also  increasing. 
There  has  been  a  15  percent  decline  in  the  death  rate  of 
the  65  and  older  group  from  1 969  to  1 979.  (The  death  rate 
in  1969  was  6,019  per  100,000  as  compared  to  5,124  per 
100,000  in  1979).  These  factors  contribute  to  more  inten- 
sive use  of  Medicare-covered  health  care  services  over  a 
longer  period  of  time. 


B.  HEALTH  CARE  RESOURCES 

As  of  July  1,  1980,  there  were  6,776  hospitals  partici- 
pating in  Medicare,  with  1,150,166  beds.  Included  in  the 
participating  hospitals  were  6,106  short  stay  hospitals, 
408  psychiatric,  and  262  other  long  stay  institutions.  Nine- 
ty percent  of  the  total  number  of  beds  are  in  short  stay 
hospitals,  six  percent  in  psychiatric  institutions,  and  four 
percent  in  other  long  stay  institutions.  It  is  estimated  that 
over  95  percent  of  all  short  stay  acute  care  hospital  beds 
in  the  country  are  Medicare  certified. 

As  of  July  1,  1980,  there  were  5,052  skilled  nursing 
facilities  with  436,007  beds  participating  in  Medicare.  Par- 
ticipating facilities  include  skilled  nursing  facilities, 
separately  organized  extended  care  units  in  hospitals, 
and  some  separate  skilled  nursing  units  connected  with 
residential  homes  for  the  aged.  In  January  1980,  only  317 
of  the  total  number  of  skilled  nursing  facilities  were 
hospital  based. 

The  number  of  home  health  agencies  participating  in 
the  Medicare  program  rose  from  2,788  to  2,924  in  the 
12-month  period  ending  July  1,  1980. 

As  of  July  1,  1980,  a  total  of  3,447  independent  labo- 
ratories had  been  approved  for  Medicare  reimbursement. 
There  are  21  reimbursable  categories  of  clinical  tests  or 


procedures.  Laboratories  can  be  reimbursed  by  Medicare 
only  for  those  tests  which  they  are  certified  to  perform. 
Under  the  renal  disease  program,  1,012  facilities  pro- 
vided services  to  program  beneficiaries  requiring  main- 
tenance dialysis  or  kidney  transplant.  Of  the  total  number 
of  participating  providers,  in  July  1980, 142  hospitals  were 
certified  as  both  Renal  Transplant  Centers  and  Renal 
Dialysis  Centers,  providing  both  transplant  surgery  and 
dialysis  services,  Seven  hospitals  were  approved  as 
Renal  Transplant  Centers  only.  An  additional  376  hos- 
pitals were  certified  as  Renal  Dialysis  Centers  only,  pro- 
viding the  full  spectrum  of  diagnostic,  therapeutic  and 
rehabilitative  services  required  for  the  care  of  dialysis  pa- 
tients. There  were  367  facilities  certified  as  free  standing 
dialysis-only  facilities,  eight  hospitals  certified  for  inpatient 
care,  and  112  free  standing  dialysis  facilities-hospitals. 

A  new  category  of  health  care  facility  was  added  by  the 
Rural  Health  Clinic  Services  Act  of  1977  (P.L.  95-210).  By 
July  1,  1980,  391  rural  health  clinics  had  been  certified  to 
participate  in  the  programs. 


C.  BENEFIT  PAYMENTS 

During  FY  80,  Medicare  paid  $23.8  billion  in  benefits 
under  hospital  insurance  (Part  A)  and  $10.1  billion  under 
medical  insurance  (Part  B).  These  amounts  represent  an 
increase  of  21  percent  over  FY  79  payments  of  $19.9  bil- 
lion and  $8.3  billion  respectively.  Almost  half  of  the 
amount  of  the  increase  resulted  from  increases  in 
hospital  costs  and  higher  physician  fees  recognized  by 
the  program.  (Studies  discussed  in  Chapter  III  of  this 
report  indicate  that  price  inflation  contributes  most  to 
these  increases.)  The  remainder  of  the  increases  were 
due  to  such  factors  as  utilization  of  more  expensive 
technology  in  health  care  delivery,  increasing  rates  of 
utilization  of  services,  and  increases  in  both  the  number 
of  aged  beneficiaries  and  the  proportion  of  persons  aged 
75  or  older  within  the  aged  population.  The  latter  group  re- 
quire more  medical  services  and  more  frequent 
hospitalization  for  longer  periods  of  stay. 

Inpatient  hospital  care  accounted  for  96  percent  of  all 
Part  A  payments.  Additionally,  the  program  covers  conva- 
lescent care  after  a  hospital  stay  of  at  least  three  days 
(either  by  direct  transfer  to  a  skilled  nursing  facility  or 
through  home  health  services).  Benefit  payments  for 
these  two  levels  of  extended  care  services  represented 
four  percent  of  total  Part  A  payments. 

Medical  insurance  payments  were  predominantly  for 
physicians'  services,  accounting  for  71  percent  of  Part  B 
payments.  The  next  most  significant  reimbursed  item  was 
outpatient  hospital  services  (19  percent),  followed  by 
home  health  services  (two  percent)  and  laboratory  and 
other  services  (eight  percent). 


Inpatient  Hospital  Services 

For  the  12-month  period  ending  December  1979,  there 
were  approximately  9.9  million  hospital  admissions.  Ad- 
missions of  the  aged  accounted  for  88  percent  of  the 
total,  while  the  remaining  12  percent  were  for  the  dis- 
abled. The  admissions  rate  per  1,000  enrollees  was  349 
for  the  aged  and  418  for  the  disabled.  In  FY  80,  hospitals 

were  paid  $22.9  billion  for  Part  A  benefits,  96  percent  of 
all  Part  A  payments. 


Skilled  Nursing  Facility  Services 

Admission  to  skilled  nursing  facilities  for  the  12-month 
period  ending  December  1979  totaled  approximately 
490,000  (473,000  aged  and  17,000  disabled).  This  repre- 
sents an  annual  admission  rate  of  19  per  1,000  aged 
beneficiaries  and  six  per  1 .000  disabled  beneficiaries.  Re- 
imbursement totaled  approximately  $365  million,  or  1.5 
percent  of  total  Part  A  payments  in  FY  80. 


Home  Health  Services 

Over  19  million  visits  were  provided  by  home  health  agen- 
cy personnel  during  the  12-month  period  ending  Decem- 
ber 1 979,  an  average  of  679  visits  per  1 ,000  beneficiaries. 
Home  health  service  benefit  payments  under  both  hospi- 
tal and  medical  insurance  totaled  $735  million  for  the  12 
months  ending  September  30,  1 980,  three  percent  of  total 
Medicare  benefit  payments. 


Physician  Services 

For  FY  80,  medical  insurance  payment  for  physicians' 
services  totaled  approximately  $7.2  billion,  about  71  per- 
cent of  total  Part  B  payments. 


Other  Medical  Services  and  Supplies 

For  FY  80,  approximately  $1.9  billion  was  paid  for  outpa- 
tient hospital  services  and  $815  million  for  independent 
laboratory  and  other  services. 


D.  CLAIMS  PROCESSING  PERFORMANCE 

Claims  receipts — The  volume  of  Medicare  claims  receiv- 
ed continued  to  increase  through  FY  80.  Contributing  to 
this  upward  trend  were  the  steady  increase  in  the  number 
of  covered  beneficiaries,  increased  utilization  of  covered 
services,  and  the  tendency  of  beneficiaries  to  submit 
claims  for  each  bill  or  service  received  rather  than  ac- 
cumulating them  for  periodic  submittal.  Claims  received 
by  Part  A  intermediaries  increased  to  41.9  million  in  FY 
80,  an  increase  of  10.6  percent  over  1979  experience. 
Claims  received  by  carriers  rose  at  a  rate  of  13.4  percent, 
totaling  1 54.5  million  in  1 980.  Overall,  the  volume  of  Medi- 
care claims  rose  12.8  percent. 


Claims  Received  by  Medicare  Contractors 
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Distribution  of  Claims  -  The  majority  of  claims  received 
by  intermediaries  during  FY  80  represented  requests  for 
payment  for  outpatient  services  provided  to  Medicare 
beneficiaries.  These  claims  accounted  for  59.5  percent  of 
the  total  received  by  intermediaries.  Inpatient  hospital 
claims  accounted  for  27.1  percent  of  the  receipts  while 
claims  for  home  health  agency  and  skilled  nursing  facility 
services  represented  8.2  percent  and  2.0  percent,  res- 
pectively. The  remaining  3.2  percent  were  claims  submit- 
ted for  ancillary  and  other  miscellaneous  services  pay- 
able under  Part  B. 


Claims  received  by  carriers  during  FY  80  were  nearly 
equally  divided  between  those  submitted  by  physicians 
and  suppliers  on  assignment  (48.5  percent)  and  those 
submitted  unassigned  by  beneficiaries  (45.9  percent).  The 
remaining  claims  (5.7  percent)  were  those  submitted  by 
provider-based  physicians  and  group  practice  prepay- 
ment plans.  In  comparison  to  1979  experience  the  per- 
cent of  assigned  claims  to  total  claims  showed  a  slight  in 
crease  of  0.4  percentage  points. 


Distribution  of  FY  80  Receipts  by  Type  of  Claim 
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Ancillary  and  other  miscellaneous  services  payable 
under  Part  B. 

Claims  for  services  provided  by  provider-based  physi- 
cians and  group  practice  prepayment  plans,  who  do 
not  bill  patients  directly. 


This  represents  the  assignment  rate  measured  against 
all  claims.  When  measured  only  against  claims  in 
which  patients  are  billed  directly,  i.e.,  excluding  the  5.7 
percent  of  claims  for  provider-based  physician  ser- 
vices, the  assignment  rate  in  FY  80  was  51.4  percent, 
the  figure  usually  quoted  as  the  Medicare  assignment 
rate. 


Claims  Processing  Timeliness  -  When  compared  to  FY 
79  experience,  the  timeliness  measures  of  contractor 
claims  processing  performance  in  FY  80  indicated  a 
slight  improvement  for  both  intermediaries  and  Part  B 
carriers.  The  average  processing  time  for  intermediaries 
decreased  from  10.6  days  to  10.0  days.  The  average 
monthly  percentage  of  bills  pending  over  30  days  drop- 
ped from  16.9  percent  to  16.0  percent.  Carriers  showed  a 
slight  decrease  in  yearly  average  claim  processing  time 
from  13.2  days  to  13.0  days.  Over  the  same  time  period 
the  average  monthly  percentage  of  claims  pending  over 
30  days  for  carriers  decreased  from  14.8  percent  to  14.4 
percent. 


Claims  Pending  -  Intermediaries  experienced  an  in- 
crease in  the  volume  of  their  pending  claims  in  FY  80  as 
compared  to  FY  79  with  a  16.2  percent  increase  to  0.9 
million  claims.  Part  B  carriers'  pending  claims  showed  a 
slight  decrease  of  0.8  percent  from  FY  79  compared  with 
FY  80,  to  almost  4.4  million  claims. 
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E.  CONTRACTOR  ADMINISTRATIVE  COST  EX- 
PERIENCE 

Intermediaries — The  FY  80  intermediary  workload  in- 
creased 9.3  percent  over  FY  79,  whereas  the  total  cost 
increased  7.2  percent.  Person  years  decreased  7.0  per- 
cent in  1980  which,  in  view  of  the  higher  workload, 
resulted  in  a  17.5  percent  increase  in  productivity  per  per- 
son year. 


The  unit  cost  tor  all  operations  decreased  11  cents, 
although  the  unit  cost  for  all  operations  (excluding  audit 
costs)  decreased  by  21  cents.  This  difference  reflects  an 
increase  of  17.2  percent  in  audit  costs. 


Percent 

Net  Change 

Change 

Increase 

Increase 

FY  79 

FY  80 

(Decrease) 

(Decrease) 

Workload 

36,410,100 

39,789,346 

3,379,246 

9.3 

Total  Cost 

$201,546,200 

$216,037,001 

$14,490,801 

7.2 

Provider  Audit 

51,980,900 

60,905,505 

8,924,605 

17.2 

Total  Cost  (Ex 

Audit) 

$149,565,300 

$155,131,496 

$5,566,196 

3.7 

Unit  Cost 

$5.54 

$5.43 

$(.11) 

(2.0) 

Unit  Cost  (Ex. 

Audit) 

$4.11 

$3.90 

(.21) 

(5.1) 

Carriers — The  unit  cost  decreased  by  20  cents  during  FY 
80.  This  was  the  net  result  of  the  workload  increase  of 
14.1  percent  while  total  costs  increased 
only  6.1  percent.  Factors  which  contributed  to  the  lower 
cost  included  a  13.8  percent  increase  in  productivity  per 


person  year,  developed  in  part  through  the  implementa- 
tion of  fixed  price  contracts.  Offsetting  this  productivity 
savings  was  an  increase  of  10.3  percent  in  the  Average 
Personal  Service  Cost  per  person  year. 


FY  79 

FY  80 

Increase 
(Decrease) 

Percent 

Increase 

(Decrease) 

Workload 

(Claims  Process- 
ed) 

Total  Cost 
Unit  Cost  (Claims) 

133,494,900 

$375,273,500 
$2.81 

152,312,647 

$398,043,342 
$2.61 

18,817,747 

$22,769,842 
$(.20) 

14.1 

6.1 
(7.1) 

Appendix  F  presents  a  five-year  trend  analysis  of  contrac- 
tor administrative  cost  factors  and  productivity  im- 
provements. 


F.  PROGRAM  FUNDING 

Under  the  Social  Security  Act,  the  Federal  Hospital  In- 
surance Trust  Fund  and  the  Federal  Supplementary 
Medical  Insurance  Trust  Fund  are  administered  by  two 
Boards  of  Trustees,  each  comprised  of  the  same  three 
members  who  serve  in  an  ex  officio  capacity.  The 
Secretany  of  the  Treasury  is  designated  by  law  as  the 
managing  trustee  of  both  funds.  The  other  members  of 


the  Board  are  the  Secretary  of  Labor  and  the  Secretary  of 
Health  and  Human  Services.  The  Administrator  of  the 
Health  Care  Financing  Administration  serves  as 
Secretary  of  both  Boards.  The  two  Trust  Funds  were 
established  on  July  30,  1965,  as  separate  accounts  in  the 
U.S.  Treasury  to  hold  the  amounts  accumulated  under 
the  respective  programs.  The  Board  of  Trustees  issues 
annual  reports  on  the  status  of  the  two  Trust  Funds. 


The  primary  source  of  hospital  insurance  financing  (92 
percent)  is  contributions  based  on  earnings  by  workers, 
employers  and  self-employed  individuals.  The  remaining 
eight  percent  is  derived  from  general  revenues  for  certain 
uninsured  individuals  who  attained  age  65  before  1975, 
premium  income  for  voluntarily  enrolled  individuals, 
transfers  from  the  Railroad  Retirement  Board,  military 
service  credits,  Professional  Standards  Review  Organiza- 
tions, Maternal  and  Child  Health,  and  interest  on  ac- 
cumulated funds. 

Supplementary  medical  insurance  (Part  B)  is  financed 
by  three  sources:  (1)  premium  payments  from  enrollees, 
(2)  contributions  from  general  revenues,  and  (3)  interest 
on  trust  fund  accumulation. 

When  the  SMI  trust  fund  was  initially  established  in 
1966,  the  Government  contribution  from  general 
revenues  was  equal  to  the  premium  income  collected 
from  beneficiaries  under  a  50-50  matching  formula.  Effec- 
tive in  1973.  under  a  legislative  amendment,  year-to-year 
increases  in  beneficiary  premiums  were  limited  to  the 
percnt  by  which  general  Social  Security  benefit  levels  had 
increased  in  the  preceding  year.  In  FY  80,  the  Govern- 
ment contributed  68  percent  of  program  income  and  the 
beneficiary  contribution  was  28  percent  of  program  in- 
come. Four  percent  of  the  income  resulted  from  interest 
accumulated  by  the  trust  fund.  The  increase  in  the 
Government's  contribution  can  be  attributed  to  (1)  the 
1973  legislative  amendment,  and  (2)  the  fact  that  the  cost 
of  the  Part  B  program  has  increased  at  a  rate  con- 
siderably above  the  general  cost  of  living  adjustment 
(which  is  applied  to  Social  Security  benefit  increases). 
Some  factors  contributing  to  the  rise  in  the  cost  of  the 
Part  B  program  are  (1)  inflation  of  medical  prices,  (2) 
utilization  of  more  expensive  technology  in  health  care 
delivery,  (3)  increasing  rates  of  utilization  of  services,  and 
(4)  increases  in  both  the  number  of  aged  beneficiaries 
and  the  proportion  of  persons  aged  75  and  older  within 
the  aged  population.  Additionally,  coverage  of  the  disa- 
bled became  effective  in  July  1973  at  the  same  premium 
rate  as  for  beneficiaries  over  65,  even  though  medical 
care  costs  for  the  disabled  are  greater. 

More  detailed  information  about  the  status  of  the 
Hospital  Insurance  and  Supplementary  Medical  In- 
surance Trust  Funds,  showing  income,  disbursement  and 
future  projections  are  contained  in  the  Annual  Reports 
submitted  to  the  Congress  by  the  Boards  of  Trustees  of 
the  two  Funds. 


CHAPTER  II.  PROGRAM 
ADMINISTRATION 


A.  SUMMARY  OF  ADMINISTRATIVE 
STRUCTURE 

The  overall  responsibility  of  administration  of  Medicare  is 
vested  by  law  in  the  Secretary  of  Health  and  Human  Ser- 
vices. The  statute  also  provides  for  significant  participa- 
tion in  certain  areas  of  administration  by  private  organiza- 
tions and  public  agencies. 

Within  the  Department  of  Health  and  Human  Services, 
primary  responsibility  for  administering  the  Medicare  pro- 
gram is  assigned  to  the  Health  Care  Financing  Ad- 
ministration (HCFA).  Special  responsibilities  in  connection 
with  health  care  standards  of  Medicare  have  been 
assigned  to  the  Public  Health  Service.  The  Office  of  Civil 
Rights  of  the  Department  is  responsible  for  assuring 
necessary  conformace  by  participating  health  care 
facilities  with  Title  VI  of  the  Civil  Rights  Act  of  1964. 

Role  of  the  Health  Care  Financing  Administra- 
tion— The  Health  Care  Financing  Administration  negoti- 
ates and  administers  agreements  with  (1)  the  intermediar- 
iers  and  carriers  which  perform  payment  and  other  pro- 
gram functions,  (2)  the  State  agencies  which  certify 
health  facilities  for  participation  in  the  program,  and  (3) 
hospitals  and  other  institutions  which  provide  services  for 
which  the  program  makes  reimbursement.  HCFA  enrolls 
Medicare  beneficiaries  and  insures  thai  a  Medicare  card 
is  mailed  to  each  entitled  beneficiary.  It  maintains  compu- 
terized master  records  which  provide  current  information 
about  beneficiary  eligibility,  deductible  status,  and  utiliza- 
tion. HCFA  also  develops  reimbursement  principles  and 
guidelines,  participates  with  the  Public  Health  Service  in 
the  formulation  of  the  conditions  of  participation,  formu- 
lates Medicare  regulations,  develops  program  policy  and 
procedural  instructions,  and  performs  the  basic  record- 
keeping and  data  processing  functions  required  for  ad- 
ministration of  the  program.  Additionally,  HCFA  assures 
the  quality,  appropriateness  and  necessity  of  services  for 
program  beneficiaries. 

Role  of  the  Social  Security  Administration 
(SSA)— With  the  establishment  of  HCFA  on  March  8, 
1977,  responsibility  for  Medicare  activities  was  trans- 
ferred from  SSA.  However,  by  agreement,  SSA  continues 
to  perform  some  functions.  Chief  among  these  are:  (1) 
District  Office  Services — Applicants  for  Medicare  con- 
tinue to  make  applications  for  Medicare  coverage,  as  well 
as  make  inquiries  and  file  appeals  to  SSA  District  Offices. 
SSA  District  Office  staff  also  respond  to  inquiries  regar- 
ding Medicare,  process  beneficiary  appeals,  explain 
Medicare  eligibility  requirements,  make  eligibility  deter- 
minations, obtain  required  proofs,  and  issue  notices  of 
Medicare  eligibility;  (2)  Computer  Support — SSA  provides 
computer  resources  and  operational  personnel  to  pro- 
cess HCFA  programs;  (3)  Appeals  Function — Certain  ap- 
peals functions  are  handled  by  SSA.  These  include 
beneficiary  appeals  (Part  A)  where  more  than  a  statutory 
minimum  is  at  issue. 


Role  of  the  Public  Health  Service — The  Department's 
Public  Health  Service  (PHS)  acts  as  a  valuable  resource 
in  the  professional  health  aspects  of  the  Medicare  pro- 1 
gram.  PHS  participates  with  the  Health  Care  Financing 
Administration  in  formulating  the  conditions  of  participa- 
tion for  providers  of  services,  provides  assistance  to  the 
State  agencies  in  carrying  out  their  Medicare  respon- 
sibilities, supports  and  evaluates  experimental  ap-  j 
proaches  to  utilization  review,  and  provides  professional 
advice  in  many  technical  and  medical  aspects  of  pro- 
gram administration. 

Role  of  the  Office  for  Civil  Rights— Title  VI  of  the  Civil  j 
Rights  Act  of  1964  provides  that  no  institution,  agency,  or  j 
activity    receiving    Federal    financial    assistance    may 
engage  in  discriminatory  practice  on  the  basis  of  race,  [ 
color,  or  national  origin.  Thus,  before  any  hospital,  skilled 
nursing  facility  or  home  health  agency  may  be  a  par- 
ticipating provider  under  Medicare,  their  compliance  with 
the  provisions  of  Title  VI  must  be  assured.  The  Office  for 
Civil  Rights  is  responsible  for  assuring  compliance  with  Ti- 
tle VI. 

Role  of  the  State  Agencies — The  law  requires  that, 
wherever  possible,  the  Secretary  use  the  services  of  ap- 
propriate State  or  local  health  agencies  or  other  ap- 
propriate State  or  local  agencies  in  determining  whether 
providers  of  services  and  independent  laboratories  meet 
the  conditions  for  participation  in  the  Medicare  program. 
Ail  55  jurisdictions  (including  the  District  of  Columbia, 
Puerto  Rico,  the  Virgin  Islands,  Guam,  and  American 
Samoa)  have  designated  agencies — in  most  instances 
State  health  agencies — to  perform  this  function. 

In  carrying  out  their  responsibilities  under  the  health  in- 
surance program,  the  State  agencies  conduct  field 
surveys  of  institutions  and  agencies  to  determine  the  ex- 
tent to  which  these  facilities  meet  the  applicable  condi- 
tions of  participation.  They  also  undertake  periodic 
resurveys  of  participating  facilities  to  determine  whether 
they  continue  to  meet  such  conditions  and  provide  con- 
sultative services  to  facilities  experiencing  difficulties  in 
meeting  the  participation  requirements.  The  agencies 
identify  non-participating  hospitals  which  can  be  reim- 
bursed under  the  program  for  emergency  services,  and 
co-ordinate  activities  under  the  health  insurance  program 
with  activities  conducted  under  medical  assistance  pro- 
grams. The  State  agencies  are  reimbursed  for  the  costs 
of  activities  they  perform  in  the  program,  including  related 
costs  of  administrative  overhead  and  staff. 

Role  of  the  Intermediaries — Participating  hospitals, 
skilled  nursing  facilities,  and  home  health  agencies  may 
either  receive  program  reimbursement  through  a  fiscal  in- 
termediary or,  if  they  prefer,  receive  payment  directly 
from  the  Government.  Most  providers  have  chosen  to 
deal  through  intermediaries.  Under  agreements  with  the 
Secretary    of    Health    and    Human   Services,    the    in- 


termediary  is  responsible  for  determining  the  reasonable 
costs  of  services  provided  to  beneficiaries  and  for  reim- 
bursing providers  for  these  costs  on  behalf  of  the  pro- 
gram. In  addition,  the  agreements  authorize  the  in- 
termediary to  provide  consultative  services  to  providers, 
to  make  audits  of  provider  records,  and  perform  related 
functions.  All  agreements  also  require  that  the  in- 
termediary must  assist  providers  in  establishing  and 
applying  safeguards  against  the  unnecessary  use  of  ser- 
vices covered  under  the  program.  As  of  September  30, 
1980,  nine  insurers  were  operating  as  fiscal  in- 
termediaries on  behalf  of  over  14,000  participating  pro- 
viders. The  insurers  include  the  Blue  Cross  Association 
(with  subcontracts  to  67  Blue  Cross  plans)  and  eight  com- 
mercial insurers  (Appendix  A).  Two  hundred  twenty-six 
hospitals,  75  skilled  nursing  facilities,  469  home  health 
agencies,  28  outpatient  physical  therapy  providers,  156 
comprehensive  health  centers,  397  Federal  emergency 
hospitals,  23  hospitals  providing  services  to  migrant  farm 
workers  and  seven  free-standing  End-Stage  Renal 
Disease  dialysis  facilities  were  submitting  bills  directly  to 
HCFA.  In  addition  to  this  regular  intermediary  workload, 
HCFA  serviced  1,607  other  providers  involved  in  program 
demonstration  projects.  HCFA  also  provided  accounting 
and  reimbursement  services  (but  not  claims  processing 
services)  for  34  Kaiser-permanente  facilities  nationally. 

Role  of  the  Carriers — For  making  program  payments 
under  the  medical  insurance  program,  the  Secretary  is 
authorized  to  enter  into  contracts  with  organizations 
already  engaged  in  providing,  paying  for,  or  reimbursing 
the  cost  of  health  services  under  group  insurance  policies 
or  similar  group  arrangements  in  return  for  premiums  or 
other  periodic  charges.  Applying  Federal  statutes,  regula- 
tions and  instructions,  the  selected  carriers  determine  the 
amounts  to  be  paid  to  physicians  and  to  supplies  for  ser- 
vices rendered  under  the  program  and  make  payments 
for  such  services  on  behalf  of  the  program.  Under  the 
terms  of  their  contracts  with  the  Secretary,  they  are  re- 
quired to  assist  in  the  application  of  safeguards  against 
the  unnecessary  utilization  of  services,  and  to  serve  as  a 
channel  of  communication  for  information  relating  to  the 
administration  of  the  program. 

As  of  September  30,  1980,  there  were  29  Blue  Shield 
plans,  12  insurance  companies,  one  data  processing 
company,  and  one  State  agency  operating  as  carriers 
(Appendix  B). 

B.  ACHIEVING  MORE  EFFICIENT  IN- 
TERMEDIARY AND  CARRIER  PERFORMANCE 

Essentially,  beneficiaries  and  the  health  community,  as 
well  as  the  public  at  large,  judge  the  performance  of 
Medicare  by  the  performance  of  intermediaries  and  car- 
riers. Contractors'  effectiveness  in  processing  claims,  in 
communicating  program  policies  and  procedures  to  the 
public  and  in  establishing  relationships  with  the  health 


community,  shapes  the  public  and  professional  response 
to  the  program. 

Within  general  guidelines  issued  by  the  Health  Care 
Financing  Administration,  the  intermediaries  and  carriers 
must  develop  effective  administrative  mechanisms  for 
achieving  required  program  results.  This  has  led  to  dif- 
ferent patterns  in  the  internal  administration  and  opera- 
tion of  the  intermediaries  and  carriers.  Much  of  the  suc- 
cess of  Medicare,  particularly  its  acceptance  by  the 
health  community,  is  attributable  to  the  opportunities 
presented  by  such  an  administrative  pattern.  Inter- 
mediaries and  carriers  can  develop  uniquely  responsive 
mechanisms  to  meet  the  variable  patterns  in  the  Nation's 
health  care  system. 


Description  of  the  Intermediary  Claims  Pro- 
cess— Basically,  the  intermediary  claims  process  in- 
volves (1)  determining  the  amount  of  program  reimburse- 
ment due  to  providers  for  covered  services  they  furnished 
Medicare  beneficiaries,  and  (2)  making  periodic  payment 
of  those  amounts  to  providers.  Two  aspects  of  the  in- 
termediary claims  process  deserve  special  note.  First, 
program  reimbursement  to  providers  is  payment  for  the 
reasonable  costs  of  furnishing  covered  services  to  the  ag- 
gregate of  beneficiaries  receiving  such  services  from  the 
provider  over  a  fiscal  period  (usually  the  provider's  ac- 
counting year).  It  is  not  payment  on  behalf  of  each 
beneficiary  for  the  covered  services  he  receives  as  an  in- 
dividual patient.  Thus,  in  the  intermediary  claims  process, 
the  provider,  rather  than  the  beneficiary,  submits  the 
claim.  Each  claim,  in  effect,  is  a  bill  record  of  services 
rendered,  which  is  accumulated  with  all  other  such 
records  from  that  provider  until  the  end  of  its  accounting 
period.  At  that  time,  a  final  cost  settlement  is  made  for  all 
covered  services  rendered  by  the  provider  in  that  accoun- 
ting period.  Interim  payments,  in  amounts  related  to  bills 
submitted  by  the  provider,  are  made  throughout  the  ac- 
counting period,  subject  to  adjustment  on  the  final  settle- 
ment for  that  period. 

Secondly,  there  is  no  continuing  relai  onship  between  a 
given  intermediary  and  an  individual  beneficiary.  A  rela- 
tionship is  established  only  when  a  beneficiary  receives 
services  from  a  provider  whose  payments  are  handled  by 
that  intermediary.  The  beneficiary,  at  some  other  time, 
may  receive  services  from  a  different  provider  served  by 
a  different  intermediary.  Thus,  no  single  intermediary  can 
maintain  a  full  record  of  any  beneficiary's  use  of  hospital 
insurance  services.  In  general,  a  beneficiary's  current 
eligibility  for  provider  services  depends  upon  the  extent  of 
recent  utilization  of  other  provider  services  anywhere  in 
the  Nation.  Therefore,  it  is  necessary  to  maintain  a 
master  utilization  record  so  that  prior  utilization  informa- 
tion can  be  made  immediately  available  as  needed.  A 
master  utilization  record  was  established  within  the 
Health  Care  Financing  Administration.  Intermediaries  are 


linked  by  wire  communications  for  rapid  query  of  the  cen- 
tral records  whenever  eligibility  and  deductible  status  in- 
formation is  required. 

The  intermediary  claims  process  for  health  insurance 
claims  is  summarized  as  follows:  When  a  Medicare 
beneficiary  is  admitted  to  a  participating  hospital  or  skilled 
nursing  facility,  or  begins  a  course  of  treatment  based  on 
a  plan  of  care  from  a  home  health  agency,  the  provider 
sends  the  intermediary  an  admission  or  a  start-of-care 
notice.  The  intermediary  queries  the  Health  Care  Financ- 
ing Administration's  central  record  system  for  the 
patient's  entitlement  and  deductible  status,  and  remain- 
ing eligibility  for  benefits.  The  intermediary  then  advises 
the  provider  of  the  patient's  eligibility  for  further  benefits 
and  his  deductible  status.  Admission  and  start-of-care 
notices  are  sent  to  the  Health  Care  Financing  Administra- 
tion by  teletype  or  magnetic  tape,  or  by  direct  magnetic 
tape  to  magnetic  tape  transmission  over  high-speed 
wires.  Replies  can  usually  be  sent  to  the  intermediary  on 
the  second  working  day  after  a  request  for  eligibility  infor- 
mation has  been  made. 

During  the  course  of  treatment,  or  after  beneficiaries 
are  discharged  from  the  hospital  or  skilled  nursing  facility 
or  complete  a  course  of  home  health  treatments,  the  pro- 
vider submits  claims  to  the  intermediary.  These  claims 
are  used  to  determine  the  level  of  interim  payment  due 
the  provider,  subject  to  final  settlement  at  the  end  of  the 
accounting  period.  Utilization  data  are  forwarded  to  the 
Health  Care  Financing  Administration  to  update  the  cen- 
tral records.  Consequently,  accurate  information  can  be 
provided  when  replying  to  subsequent  notices  of  admis- 
sion or  starts  of  home  health  care.  As  part  of  the  updating 
process,  explanation  of  Medicare  benefit  notices  are  sent 
to  the  beneficiaries  to  inform  them  of  (1)  services  for 
which  the  program  paid,  and  (2)  the  inpatient  days  or 
home  health  visits  used  in  the  current  benefit  period. 

Description  of  Carrier  Claims  Process — Carriers  reim- 
burse reasonable  charges  on  all  claims  for  physicians' 
services  and  other  covered  medical  services  that  are 
reimbursable  on  a  charge  basis.  These  claims  may  or 
may  not  be  accompanied  by  copies  of  physicians'  or  sup- 
pliers' bills.  If  beneficiaries  complete  the  claim  form,  they 
attach  bills  received.  Bills  are  not  attached  if  the  claim  is 
completed  by  a  physician  or  supplier  under  assignment, 
or  as  an  assistance  to  the  claimant.  Every  claim  received 
by  the  carrier  requires  two  determinations  in  respect  to 
each  distinct  service  furnished  the  beneficiary.  First,  a 
determination  must  be  made  as  to  whether  the  service  is 
covered.  If  the  service  is  covered,  a  determination  must 
be  made  as  to  the  reasonable  charge  for  that  service.  The 
efficiency  of  the  carrier  claims  process  is,  therefore, 
greatly  dependent  upon  securing  detailed  itemization  of 
services  rendered.  Additionally,  carriers  must  maintain 
accurate  and  current  information  concerning  indepen- 
dent physician  and  supplier  charge  patterns  for  similar 
services  to  other  patients  in  the  same  locality. 


The  basic  steps  frfthlTcaTrieTcTaTms  process  are  brief- 
ly summarized  as  follows:  Upon  receipt  of  claims,  con- 
trols are  established  to  assure  proper  disposition  and  to 
permit  location  of  claims  in  the  event  of  inquiry.  Claims 
are  reviewed  for  coverage  of  services  and  for  com- 
pleteness of  information.  They  are  then  forwarded  for 
determination  of  reasonable  charges.  The  bill  charges  are 
compared  with  the  customary  charges  of  the  physician 
for  such  services,  and  with  the  prevailing  charge 
established  in  the  locality  for  similar  services.  Increasing- 
ly, this  comparision  is  accomplished  through  a  computer 
process  in  order  to  handle  the  volume  of  claims  ex- 
peditiously and  economically. 

It  should  be  noted  that  each  carrier  receives  claims  for 
payment  of  medical  insurance  benefits  provided  by  physi- 
cians or  suppliers  located  within  its  geographic  area.  This 
continuity  of  relationship  between  the  carrier  and  the 
physicians  and  suppliers  in  a  geographical  area  is  essen- 
tial for  the  establishment  and  maintenance  of  customary 
and  prevailing  charge  data. 

As  in  the  hospital  insurance  program,  HCFA  maintains 
a  master  eligibility  and  utilization  record  of  all  medical  in- 
surance enrollees.  As  an  important  step  in  the  claims  pro- 
cess, carriers  must  determine  current  claimant  eligibility 
for  benefits  and  whether  the  claimant  has  met  the  current 
year  deductible,  if  the  carrier  has  processed  claims 
earlier  in  the  year,  its  history  file  may  have  information 
regarding  the  status  of  the  deductible.  If  not,  the  carrier 
queries  the  HCFA  master  record  by  transmitting  essential 
identifying  information  and  the  amount  of  the  reasonable 
charge.  The  same  transmittal  facilities  available  for  in- 
termediaries in  Part  A  are  used.  HCFA,  in  updating  the 
master  record,  responds  to  the  query,  generally  within  24 
hours.  HCFA  verifies  eligibility  and  indentifies  the  amount 
of  the  deductible  remaining  to  be  satisfied.  The  carrier 
then  makes  the  appropriate  payment  to  the  physician  or 
supplier  if  an  assignment  has  been  taken  or,  if  not,  to  the 
beneficiary.  In  assignment  cases,  the  explanation  is  sent 
to  the  physician  or  supplier  with  a  copy  to  the  beneficiary. 

Evaluating  the  Performance  of  Medicare  Contrac- 
tors— In  FY  80,  HCFA  evaluated  the  performance  of  Part 
A  Medicare  contractors  by  using  the  Contractor  Perfor- 
mance Evaluation  Program  (CPEP).  In  this  program, 
specified  criteria  are  used  to  measure  performance  in  the 
areas  of  (1)  bill  processing,  (2)  provider  reimbursement, 
(3)  beneficiary  services,  (4)  fiscal  management,  and  (5) 
general  administration.  These  criteria  are  applied 
uniformly  to  all  contractors.  Standards  for  unit  cost  of  bill 
processing,  timeliness  of  bill  processing,  and  timeliness 
of  provider  cost  report  settlements  were  also  established, 
"hese  criteria  and  standards  were  applied  to  all  Part  A 
jontractors  beginning  October  1,  1979.  Similar  criteria 
and  standards  were  developed  and  implemented  on  Oc- 
tober 1,  1980,  for  Part  B  carriers. 

The  evaluation  programs  for  contractors  are  ad- 
ministered   through    HCFA's    ten    regional    offices. 


Throughout  the  fiscal  year,  the  regions  reviewed  contrac- 
tors' performance.  At  the  end  of  the  year,  Annual  Con- 
tractor Evaluation  Reports  (ACERs)  are  prepared  by  the 
regions  for  each  contractor  they  service. 

HCFA  uses  information  contained  in  the  ACER,  in  addi- 
tion to  statistical  indicators  for  unit  costs,  processing 
times,  and  Part  B  error  rates  to  rank  contractors  based  on 
their  overall  performance  over  several  years.  This  pro- 
cess has  proven  to  be  an  effective  tool  for  identifying 
those  contractors  who  exhibit  a  pattern  of  continuing  poor 
performance  with  little  or  no  improvement.  The  establish- 
ment of  performance  goals  and  monitoring  systems  have 
achieved  overall  improvements  in  contractor  operations. 

In  1979,  seven  Medicare  contractors  were  identified  as 
poor  performers.  Of  those,  three  were  given  uncondi- 
tional contract  renewals  in  early  FY  80  due  to  significant 
improvements  on  performance.  The  other  four  contrac- 
tors were  renewed  with  the  understanding  that  HCFA 
would  seek  replacement  through  a  proposed  fixed  price 
experiment.  This  proposed  experiment  is  still  pending. 

Additionally  in  1979,  HCFA  identified  three  new  Part  A 
intermediaries  and  four  Part  B  carriers  as  the  poorest  per- 
forming Medicare  contractors.  Five  of  these  contractors 
were  subsequently  notified  that  renewal  of  their  contracts 
beyond  September  30, 1980,  was  contingent  upon  indica- 
tions that  they  could  substantially  improve  their  perfor- 
mance. This  included  the  achievement  of  performance 
goals  which  were  established  by  HCFA  identifying  perfor- 
mance areas  requiring  improvement.  The  contractors 
were  advised  that  their  performance  would  be  closely 
monitored.  Six  of  the  seven  contractors  met  all  the  goals 
required  for  contract  renewal.  The  improved  performance 
by  these  six  contractors  resulted  in  administrative  cost 
savings,  improvements  in  the  timeliness  and  quality  of 
claims  processing,  and  improvements  in  other  areas  of 
contractor  operations.  Although  these  improvements 
were  made  and  goals  were  met,  some  performance 
areas  still  needed  additional  improvement.  The  one  car- 
rier which  did  not  meet  all  the  goals  was  advised  that  the 
renewal  of  its  Medicare  contract  would  be  limited  pen- 
ding the  transfer  of  its  workload  to  another  carrier. 

In  summary,  of  the  seven  contractors  identified  as 
poor  performers  in  1979:  one  received  a  limited  contract 
renewal,  one  received  a  letter  of  admonition  and  the  re- 
maining five  contractors  were  renewed  for  another  year 
without  the  automatic  renewal  clause  included  in  their 
contracts. 

In  1980,  eight  new  contractors  were  identified  as  poor 
performers.  Three  of  these  contractors  were  added  to  the 
list  of  probationary  contractors  bringing  the  total  to  eight 
(five  were  from  those  identified  in  1979).  Five  of  the  newly 
identified  poor  performers  received  letters  of  admonition. 

Of  the  total  of  eight  probationary  contractors:  one 
achieved  a  level  of  performance  permitting  it  to  be  remov- 
ed from  probationary  status;  three  are  expected  to  meet 


the  established  performance  goals  and  will  be  closely 
monitored  by  HCFA;  alternative  contractors  are  being 
sought  to  handle  the  workload  from  the  remaining  four 
contractors  who  had  received  letters  of  admonition. 

FY  80  marked  the  first  year  that  all  Part  A  in- 
termediaries, including  those  in  probationary  status, 
would  be  expected  to  meet  the  criteria  and  standards 
reviewed  under  the  new  Contractor  Performance  Evalua- 
tion Program.  Any  intermediary  whose  performance  was 
poor  during  FY  80  will  be  identified  during  FY  81  and 
could  be  subject  to  possible  FY  82  contract  action. 

Cost  Report  Evaluation  Program 

One  major  function  of  intermediaries  is  the  audit  and  set- 
tlement of  cost  reports  submitted  by  providers.  The 
Medicare  program's  liability  for  covered  services 
rendered  to  eligibile  beneficiaries  results  from  this  activi- 
ty. During  FY  78,  the  development  of  the  Cost  Report 
Evaluation  Program  (CREP)  culminated.  It  is  a  compre- 
hensive review  program  designed  to  evaluate  the  quality 
of  the  settlement  of  provider  cost  reports  by  the  nation's 
Medicare  intermediaries.  The  major  objectives  of  the  pro- 
gram are  to: 

1.  ascertain  that  intermediaries  are  settling  cost 
reports  in  accordance  with  program  regulations, 
policies  and  instructions, 

2.  discover  errors  and  recoup  program  monies  where 
applicable, 

3.  identify  the  underlying  cause  of  significant  errors  or 
problems  and  make  recommendations  for  improve- 
ment, and 

4.  identify  areas  in  the  regulations,  instructions,  and 
policies  which  are  either  not  clear  or  require 
clarification  or  revisions. 

The  CREP,  which  is  starting  its  third  year  of  operations, 
was  originally  designed  to  evaluate  Medicare  hospital  set- 
tlements. There  are  approximately  6,800  hospitals  in  the 
United  States  which  receive  about  $24  billion  as  payment 
for  inpatient  services  to  Medicare  beneficiaries.  CREP  is 
the  only  program  that  consistently  evaluates  this  signifi- 
cant cash  flow  stream.  For  FY  81 ,  CREP  has  been  ex- 
panded to  include  Home  Health  Agency  (HHA)  set- 
tlements and  Medicaid  hospital  settlements.  In  the  future, 
CREP  will  expand  into  long  term  care  facilities  ana  chain 
operations. 

CREP  reviews  are  conducted  by  the  ten  HCFA  regional 
offices.  The  program  is  based  on  a  valid  statistical  sample 
of  provider  cost  reports  that  were  settled  by  Medicare  in- 
termediaries within  certain  designated  periods.  The  pro- 
gram consists  of  a  series  of  objective  procedures  that  are 
designated  to  evaluate  significant  areas  of  provider  cost 
reimbursement.  Regional  office  reviewers  are  required  to 
evaluate  all  applicable  areas  based  on  their  analyses  of 
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cost  reports,  desk  reviews,  intermediary  workpapers,  per- 
manent files  and  other  pertinent  documentation.  At  the 
conclusion  of  the  review,  a  report  of  findings  and  recom- 
mendations is  issued  to  each  intermediary.  The  report 
also  includes  a  score  which  is  based  on  the  regional 
evaluation  of  the  procedure.  The  following  estimated 
recoveries  have  been  made  to  date: 

FY  79 — $19.4  million  (review  period  covered  15 
months) 

FY  80—$  8.6  million 
At  the  conclusion  of  each  fiscal  year,  in  addition  to  in- 
termediary rankings,  HCFA  publishes  a  CREP  analytical 
report  which  highlights  significant  findings  from  a  national 
perspective.  These  reports  are  distributed  to  all  major 
HCFA  components  so  that  program  improvements  can 
be  effected  on  a  coordinated  basis. 

Carrier  Quality  Assurance  Program 

The  Health  Care  Financing  Administration  also  maintains 
a  formal  carrier  quality  assurance  program.  The  primary 
purpose  of  the  program  is  to  provide  a  statistically  valid 
and  objective  procedure  for  evaluating  Part  B  contrac- 
tors' performances  in  the  quality  of  claims  processing. 
Each  carrier's  claims  processing  operation  is  evaluated 
to  determine  the  number  and  type  of  claims  processing 
errors.  Carriers'  claims  processing  performances  are 
then  compared  on  a  national  basis  through  consolidated 
rankings. 

A  quarterly  report  is  published  which  ranks  the  carriers 
based  on  the  cumulative  error  rates  assessed  during  the 
most  recent  12-month  period.  Carriers  are  ranked  both  on 
occurrence  error  rate  (processing  errors  per  100  line 
items  in  the  universe)  and  on  payment/deductible  error 
rate  (dollar  errors  per  100  dollars  of  submitted  charges  in 
the  universe).  .A  penalty  figure  is  included  in  the 
payment/deductible  error  rate  when  a  carrier  fails  to 
review  all  sample  claims. 

The  Maryland  Blue  Shield  contract  was  the  first 
incentive-type  reimbursement  contract  between  HCFA 
and  one  of  its  Part  B  contractors.  This  experimental  con- 
tract was  an  annual  prospectively  negotiated  fixed  rate 
experiment.  This  prospective  fixed  rate  contractual 
agreement  with  Maryland  Blue  Shield  followed  a  general 
solicitation  to  all  Part  B  Medicare  carriers  for  participation 
in  a  fixed  rate  experiment.  Nineteen  carriers  responded  to 
the  general  solicitation.  The  experimental  fixed  rate  con- 
tract with  Maryland  Blue  Shield  was  for  a  two  year  period 
(calendar  years  1977  and  1978).  In  the  experiment 
Maryland  Blue  Shield  realized  net  earnings  in  the  first 
year  of  $274,161 ,  which  included  a  reduction  in  payments 
for  failure  to  satisfy  one  of  the  performance  requirements 
in  the  agreement.  The  second  operational  year  (calendar 
1978)  of  the  contract  had  a  negotiated  fixed  rate  8.1  per- 
cent below  that  which  was  negotiated  in  the  first  year  of 
the  contract.  During  1978,  the  contractor  sustained  a  net 
loss  of  $74,597,  thus  realizing  a  net  gain  over  actual  in- 


curred costs  of  $199,564,  or  2.64  percent,  for  the  two 
years.  As  of  January  1,  1979,  Maryland  Blue  Shield 
reverted  to  a  cost  contract  in  accordance  with  the  option 
contained  in  the  experimental  contract. 

In  Maine,  the  Union  Mutual  Life  Insurance  Company 
decided  not  to  renew  its  contract  as  the  Medicare  Part  B 
carrier.  Rather,  the  company  decided  to  concentrate  its 
efforts  and  resources  on  private  business.  Its  decision  not 
to  renew  the  contract  and  the  relatively  small  claims 
volume  for  Maine  presented  an  ideal  opportunity  to  test 
the  competitive  fixed  price  concept  in  Medicare  under  the 
experimental  provisions  of  Section  222  of  P.L.  92-603. 
Through  competitive  selection,  Blue  Shield  of 
Massachusetts  (BSM)  was  chosen  to  replace  Union 
Mutual.  BSM  contracted  with  HCFA  to  process  Part  B 
medical  insurance  claims  for  fixed-price  from  December 
1977  through  September  1980.  The  contract  held  BSM  to 
performance  standards,  including  provisions  for 
liquidated  damages  in  the  event  of  substandard  perform- 
ance. From  the  beginning  of  this  contract  through 
September  30,  1980,  the  amount  of  liquidated  damages 
against  BSM  was  $52,850.  It  further  provided  for  contract 
termination  in  the  event  of  substantially  poor  perform- 
ance. The  projected  savings  resulting  from  this  experi- 
mental contract  are  $772,600.  During  FY  79,  HCFA  and 
BSM  successfully  negotiated  a  one  year  extension  to  the 
existing  contract  to  process  the  Maine  Part  B  workload 
for  a  price  of  $2,140,277.  The  total  cost  of  the  contract  for 
the  period  December  1,  1977 — September  30,  1981  is 
$7,425,227.  Since  this  contract  will  expire  after 
September  30,  1981,  HCFA  has  made  a  decision  to 
recompete  the  Maine  Part  B  contract.  This  procurement 
will  also  be  a  competitive  fixed-price  contract.  It  will  con- 
tain provisions  for  both  (1)  incentive  payments  for  per- 
formance significantly  above  established  standards,  and 
(2)  liquidated  damages  for  poor  performance. 

The  HCFA  experimental  fixed-price  contract  in  Illinois 
is  intended  to  test  the  effect  of  merging  carrier  service 
areas  and  the  cost  benefit  effects  of  price  competition  in 
a  medium  claims  volume  service  area.  The  service  areas 
involved  are  Cook  County,  formerly  serviced  by  the 
Health  Care  Service  Corporation  (HCSC),  and  the  re- 
mainder of  the  State  of  Illinois,  formerly  serviced  by  Con- 
tinental Casualty  (CNA).  The  operational  period  of  the 
fixed  price  contract  is  April  1979  to  September  1983.  The 
successful  offerer  for  this  contract  was  Electronic  Data 
Systems  Federal  Corporation  (EDSF),  an  organization 
that  had  not  been  a  carrier  in  the  Medicare  program  but 
with  extensive  experience  in  Medicare  data  processing. 
The  projected  savings  to  be  realized  by  this  experimental 
contract  are  $34,790,200.  Some  major  operational  dif-' 
ficulties  were  experienced  during  the  first  year  for  which 
liquidated  damages  were  assessable  ($1,149,500  in  liqui- 
dated damages  were  assessed  through  September  30, 
1980);  however,  the  contractor  has  made  significant  pro- 
gress in  overcoming  those  difficulties. 
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For  the  period,  July  1 979  to  June  1 980  (the  most  recent 
data  available  at  the  time  ot  preparation  of  this  report),  the 
total  payment/deductible  dollar  error  rate  with  penalty  had 
increased  0.1  percent  from  FY  79.  The  mean  carrier  error 
rate  had  risen  from  2.2  to  2.3.  A  loss  to  the  Medicare  pro- 
gram of  $7,057,827  occurred  in  this  period,  due  to  an  in- 
crease in  the  national  overpayment  error  rate.  The  cur- 
rent national  overpayment  error  rate,  based  on  49  of  55 
carrier  locations  reporting,  was  1.24.  This  indicates  that 
$1.24  was  estimated  to  be  overpaid  per  $100  of  submit- 
ted charges.  For  FY  79,  this  error  rate  was  1.19. 

Contracting  Initiatives — Under  Section  222  of  PL. 
92-603,  HCFA  was  granted  experimental  authority  to  test 
incentive  contracting  for  intermediary  and  carrier  ad- 
ministrative functions.  Under  an  incentive  contract,  in- 
termediaries and  carriers  are  reimbursed  on  other  than  a 
cost  related  basis,  rather  than  on  the  basis  of  actual  costs 
incurred.  They  are  at  risk  and  may  suffer  monetary 
damages  for  failure  to  meet  performance  objectives.  As  a 
result  of  assuming  the  risk  of  non-performance,  the  in- 
termediary or  carrier  is  under  greater  internal  manage- 
ment direction  to  achieve  improved  efficiency  and 
economy  in  operations  than  would  probably  be  achieved 
in  a  risk-free  management  environment.  HCFA  has  taken 
action  in  the  experimental  contracts  to  assure  that  a  con- 
tinuing high  level  of  service  to  Medicare  beneficiaries  and 
providers  is  maintained.  In  each  experimental  contract, 
performance  requirements  have  been  introduced  which 
exceed  those  applied  to  the  incumbent  contractors  reim- 
bursed on  a  cost  basis. 

The  use  of  incentive  contracts  on  an  experimental 
basis,  authorized  by  Congress  in  1972,  is  a  departure 
from  the  basic  statutory  authority  directing  HCFA  to  reim- 
burse contractors  for  the  necessary  and  proper  cost  of 
administration  of  their  contract  duties.  The  experimental 
contracts  utilize  selected  performance  standards  and  ex- 
isting quality  control  and  performance  review  procedures 
and  provide  for  the  assessment  of  liquidated  damages  if 
the  contractor  fails  to  meet  the  standards  established. 
Evaluations  are  made  of  actual  performance  against  the 
standards.  They  are  completed  on  a  quarterly  basis  by 
regional  office  staff. 

By  FY  78,  four  experimental  contract  forms  had  been 
awarded.  They  involved  the  Maryland,  Maine,  Illinois,  and 
upstate  New  York  carrier  service  areas.  The  first  was  an 
annual  prospectively  negotiated  fixed  rate  experiment 
with  an  incumbent  carrier.  The  second,  third,  and  fourth 
were  competitively  bid  fixed-price  contracts  for  Part  B 
carrier  geographic  areas.  The  experimental  contracts  are 
being  evaluated  to  determine  the  advantage  and  disad- 
vantage of  these  forms  of  contracts.  Although  the  evalua- 
tions are  not  complete,  some  preliminary  observations 
have  been  made.  The  process  of  selection  and  subse- 
quent negotiations  of  these  experimental  contracts  has 
demonstrated  the  willingness  of  the  Blue  Cross  Plans,  the 
Blue  Shield  Plans  and  commercial  insurance  companies 


to  operate  in  an  incentive/risk  environment  and  use 
specific  standards  to  measure  performance  which  may 
result  in  monetary  damages  being  assessed  for  poor  per- 
formance. 

In  New  York,  HCFA  selected  a  Part  B  carrier  for  the 
upstate  New  York  area  through  a  competitive  process. 
The  area  was  previously  serviced  by  Blue  Shield  of 
Western  New  York,  Genesee  Valley  Medical  Care,  Inc., 
and  Metropolitan  Life  Insurance  Company.  The  ex- 
perimental contract  there  is  intended  to  test  the  cost 
benefit  effect  and  operating  efficiencies  of  merging  three 
carrier  service  areas  in  the  aggregate  medium  claims 
volume  service  area.  The  successful  offerer  for  this  con- 
tract was  an  incumbent  carrier,  Blue  Shield  of  Western 
New  York  (BSWNY).  The  operational  period  of  this  con- 
tract is  June  1979  to  September  1982.  The  projected  sav- 
ings to  be  realized  from  this  contract  is  $15,593,300.  As 
yet,  no  liquidated  damages  have  been  assessed  against 
this  contract. 

In  FY  80,  HCFA  negotiated  a  Part  A  fixed-price  incen- 
tive contract  with  the  Blue  Cross  Association  (BCA)  and 
Blue  Cross/Blue  Shield  (BC/BS)  of  Greater  New  York 
(Plan)  to  consolidate  all  the  Blue  Cross  Plans  in  the  State 
of  New  York.  This  procurement  resulted  from  an  un- 
solicited proposal  submitted  by  Blue  Cross  Association 
and  the  Plan.  Under  the  contractual  arrangement,  BCA  is 
the  intermediary  and  Blue  Cross  and  Blue  Shield  of 
Greater  New  York  will  serve  as  the  subcontractor  and 
handle  the  operational  aspects  of  the  arrangement.  The 
outgoing  Plans  will  continue  to  be  involved  under  pur- 
chase service  agreements  with  BC/BS  of  Greater  New 
York  and  provide  audit  and  reimbursement  as  well  as 
beneficiary  and  provider  services  in  their  localities.  The 
contract,  which  becomes  operational  during  FY  81, 
reduced  the  number  of  subcontractors  (Blue  Cross  Plans) 
within  the  State  from  seven  to  one.  The  outgoing  Blue 
Cross  Plans  will  terminate  their  operations  on  a  staggered 
schedule  and  the  central  site  in  Syracuse  will  assume  the 
entire  operations  by  May  1 ,  1981 .  The  contract  will  extend 
through  April  30,  1984,  and  will  provide  incentives  for  ex- 
cellent performance  as  well  as  the  imposition  of  liq- 
uidated damages  for  less  than  satisfactory  performance. 
The  new  subcontractor,  located  in  Syracuse,  will  process 
an  estimated  12.8  million  bills  during  the  term  of  the  con- 
tract. The  total  amount  of  the  operational  phase  of  the 
contract  is  $48,903,000. 

The  first  fixed-price  competitive  bid  contract  under  Part 
A  was  to  have  been  awarded  for  the  State  of  Missouri  on 
July  2,  1979.  The  term  of  the  contract  was  to  have  been 
January  1,  1980,  through  December  31,  1982.  Court  ac- 
tion was  initiated  against  DHHS  and  on  June  29,  1979, 
the  U.S.  District  Court  for  the  Western  District  of  Missouri 
rendered  a  decision  which  enjoined  DHHS  from  making 
an  award  in  the  procurement.  Among  other  things,  the 
parties  initiating  the  suit  contended  that  the  planned  ex- 
periment violated  existing  Medicare  legislation,  which 
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permits  participating  providers  of  health  care  services  to 
nominate  their  Part  A  fiscal  intermediary.  On  August  27, 

1979,  DHHS  filed  an  appeal  with  the  U.S.  Court  of  Ap- 
peals for  the  Eighth  Circuit  requesting  a  reversal  of  the 
lower  court's  decision.  On  June  9,  1980,  favorable  deci- 
sions for  the  Government  were  rendered  by  the  Appeals 
Court  in  Missouri  and  subsequently  by  the  District  Court 
after  additional  litigation.  Thereafter,  on  September  19, 

1980,  HCFA  proceeded  with  the  experiment  by  updating 
the  Request  for  Procurement  (RFP)  and  seeking  "Best 
and  Final"  offers  from  those  organizations  which  had 
responded  to  the  original  RFP.  Following  an  evaluation  of 
these  "Best  and  Final"  offers,  HCFA  announced  on 
November  19, 1980,  that  a  contract  would  be  entered  into 
with  Blue  Cross  of  St.  Louis.  The  contract  period  extends 
from  November  10,  1980,  through  November  30,  1984 
and  contains  provisions  for  the  assessment  of  liquidated 
damages  in  the  event  of  poor  performance.  The  total  cost 
of  the  contract  is  $1 3,791 ,000,  with  a  projected  savings  of 
$2  million. 

For  an  experiment  to  test  the  potential  efficiencies  of 
merging  several  contractor  operations  in  a  multi-State  en- 
vironment and  the  feasibility  of  a  common  claims  process 
for  the  Medicare  Parts  A  and  B  programs,  an  RFP  in  the 
Colorado,  Utah,  and  Wyoming  service  area  was  released 
on  August  2,  1979.  A  preproposal  conference  on  the  RFP 
was  held  on  September  12,  1979.  On  September  14, 

1979,  the  Blue  Cross  Association,  along  with  Blue 
Cross/Blue  Shield  of  Colorado,  Blue  Cross/Blue  Shield  of 
Wyoming  and  Blue  Shield  of  Utah,  filed  a  suit  with  the 
U.S.  District  Court  for  the  Western  District  of  Wyoming  re- 
questing the  DHHS  be  enjoined  from  conducting  this  ex- 
periment. The  issues  in  the  litigation  are  similar  to  those  in 
the  Missouri  litigation.  On  November  1,  1979,  the  Court 
enjoined  HHS  from  awarding  a  contract  under  this  pro- 
posed experiment.  On  December  31,  1979,  DHHS  filed 
an  appeal  with  the  U.S.  Court  of  Appeals  for  the  10th  Cir- 
cuit. The  final  brief  was  submitted  by  DHHS  on  August  22, 

1980.  As  of  this  writing,  the  appeal  is  still  pending. 

As  a  result  of  experience  with  the  experimental  con- 
tracts, in  FY  80,  a  legislative  proposal  was  submitted  to 
allow  HCFA  to  enter  into  contracts  on  other  than  a  cost 
basis  "across  the  board".  That  legislation  was  not 
enacted  in  FY  80  and  has  been  resubmitted  for  FY  81 . 
Overall  results,  to  date,  indicate  that  there  is  merit  in  pur- 
suing this  legislative  approach. 

Other  FY  80  Ongoing  Performance  Improvement  In- 
itiatives: 

1.  Intermediary  Systems  Testing  Project 

The  Intermediary  Systems  Testing  Project  (ISTP)  is  de- 
signed to  check  the  quality  of  the  intermediaries'  claims 
processing  operations.  ISTP  consists  of  a  test  file  of 
approximately  118  claims  which  are  used  to  determine 
an  intermediary's  ability  to  make  correct  entitlement, 


eligibility,  and  utilization  determinations.  Testing  is 
repeated  if  major  computer  changes  are  made  or  if  an  in- 
termedicary's  claim  process  proves  to  be  deficient,  in  FY 
80,  71  intermediaries  were  tested. 

A  survey  of  ten  intermediaries  indicated  that  of  the  1 18 
test  claims  submitted  to  each  intermediary,  an  average 
rate  of  24  errors  per  test  was  encountered.  Major  com- 
mon errors  encountered  were: 

1 .  Transfer  cases  improperly  handled. 

2.  Claims  showing  a  termination/date  of  death  were  not 
processed  correctly. 

3.  Overlapping  billing  dates/linking  benefit  periods  were 
not  detected. 

Before  calendar  year  1980,  there  was  no  scoring 
system  for  ISTP.  A  scoring  system  with  a  possible  range 
of  0-100  was  developed  during  1980.  Intermediaries  fail- 
ing to  achieve  a  score  of  70  will  be  retested  at  the  discre- 
tion of  the  regional  office. 

2.  Carrier  Systems  Testing  Project 

The  Carrier  System  Testing  Project  (CSTP)  is  designed  to 
check  the  quality  of  the  carriers'  claims  processing 
operations.  CSTP  is  designed  to  test  all  facets  of  a 
carrier's  claim  processing  system,  beginning  with  the 
clerical  input  of  approximately  150  test  claims,  to  the  final 
disposition  of  the  explanation  of  benefit  notices  (EOMBs). 
Testing  is  repeated  if  major  computer  changes  are  made 
or  if  a  carrier's  claims  process  proves  to  be  deficient.  In 
FY  80,  39  carriers  were  tested. 

A  survey  of  ten  carriers  indicated  that  of  the  150  test 
claims  submitted  to  each  carrier,  the  average  rate  of 
errors  per  test  was  30.  Major  problems  encountered 
were: 

1.  Excess  queries. 

2.  Failure  to  follow  "dummy"  doctor  profiles  as  set  by 
CSTP. 

3.  Improper  use  of  query  codes. 

4.  Failure  to  state  the  correct  deductible  on  the  EOMB. 

Commencing  the  calendar  year  1980  test  package,  the 
carrier  must  achieve  a  test  score  of  90.  (Possible  scoring 
range  is  0-100.)  Carriers  failing  to  achieve  that  score  will 
be  retested  at  the  discretion  of  the  regional  office.  Also  in- 
corporated in  the  system  in  FY  80  was  the  calculation  of 
the  "mean  processing  time";  i.e.,  the  time  it  takes  a  car- 
rier to  process  a  claim.  This  time  is  calculated  from  the 
time  the  carrier  places  the  claim  under  control  to  the  time 
of  final  disposition. 

3.  Reducing  Paperwork 

A  growing  number  of  providers  of  health  care  services 
are  keeping  records  by  computer.  During  FY  80,  HCFA 
continued  initiatives  to  take  advantage  of  this  technology 
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by  encouraging  providers  to  submit  claims  to  carriers  and 
intermediaries  in  machine  readable  form.  This  saves  the 
contractors  the  cost  of  converting  the  data  from  hardcopy 
to  computer  files  and  reduces  claims  processing  time. 
HCFA  directed  Medicare  carriers  and  intermediaries  to 
establish  a  system  to  accommodate  claims  prepared  on 
magnetic  tape  using  a  national  standard  input  format. 
Carriers  were  directed  to  produce  output  tapes  in  a  stan- 
dard format  which  contains  Medicare  payment  informa- 
tion for  use  by  the  biller. 

Standard  formats  are  now  being  developed  for  use  by 
intermediaries  in  providing  Medicare  payment  informa- 
tion to  automated  billers,  complementary  insurers,  and 
Medicaid.  This  task  will  be  completed  in  FY  81.  Substan- 
tial cost  saving  should  be  achieved  by  both  the  Medicare 
and  Medicaid  programs. 

4.  Provider  Uniform  Billing 

The  American  Hospital  Association,  with  support  from  the 
Health  Care  Financing  Administration  and  other  concern- 
ed components  of  the  health  insurance  industry,  has 
been  working  since  1968  to  develop  a  uniform  institu- 
tional provider  billing  form  for  use  by  all  third  party  payors. 
Following  inconclusive  tests  of  forms  in  the  mid- 
seventies,  a  revised  form  (the  UB-16)  was  developed.  This 
form  is  for  both  inpatient  and  outpatient  services.  Tests  of 
the  UB-16  were  conducted  in  Arizona,  Connecticut, 
Florida,  Nevada  and  Ohio.  A  contractor  (SysteMetrics) 
was  engaged  to  prepare  a  formal  evaluation  of  uniform 
bill  experience.  The  final  report  was  submitted  to  HCFA  in 
1980.  Based  on  that  report  and  the  comments  of  con- 
cerned parties  representing  hospital  and  Government 
and  non-Government  payors,  some  revisions  are  being 
made  to  the  UB-16.  The  final  version  of  the  form  will  be 
available  during  the  summer  of  1981.  Thereafter,  it  is  ex- 
pected that  Medicare  intermediaries  will  be  required  to 
accept  the  form  in  those  States  which  implement  it  for 
Medicaid. 

C.  REIMBURSEMENT  CONTROLS/POLICY  IN- 
ITIATIVES 

The  Medicare  program  has  two  components.  Hospital  In- 
surance, established  by  Part  A  of  Title  XVIII  of  the  Social 
Security  Act,  provides  for  payment  of  inpatient  services 
furnished  by  hospitals  and  other  institutional  providers  of 
services  on  a  "reasonable  cost"  basis.  Supplementary 
Medical  Insurance,  established  by  Part  B,  provides  for 
reasonable  cost  reimbursement  of  outpatient  institutional 
services  and  payment  for  services  furnished  by  physi- 
cians and  other  suppliers  on  a  "reasonable  charge" 
basis. 

In  order  to  implement  these  reimbursement  principles, 
it  is  essential  that  the  Medicare  program  establish  tests  of 
"reasonableness"  to  ensure  that  continued  delivery  of 
high  quality  health  services  to  beneficiaries  and  assure 


that  unwarranted  costs  and  charges  are  not  paid  by  the 
program.  In  FY  80,  several  reimbursement  policy  in- 
tiatives  were  undertaken  to  continue  to  meet  these  objec- 
tives. 

Reasonable  Cost  Reimbursement  Intitiatives 

Background — Under  the  original  Act,  provider  reim- 
bursement of  reasonable  costs  included  all  necessary 
and  proper  expenses  incurred  in  the  delivery  of  patient 
care.  It  was  soon  recognized,  however,  that  reimburse- 
ment on  the  basis  of  incurred  costs  did  not  offer  sufficient 
incentives  to  control  the  rapid  escalation  of  health  care 
expenditures.  The  enactment  of  P.L.  92-603,  the  Social 
Security  Amendments  of  1972,  greatly  enhanced  HCFA's 
ability  to  control  Medicare  costs. 

Section  223  of  P.L.  92-603  amended  the  definition  of 
reasonable  cost  in  Section  1861(v)(1)  of  the  Social  Securi- 
ty Act  to  exclude  costs  determined  to  be  unnecessary  in 
the  efficient  delivery  of  needed  health  services.  Congress 
reasoned  that  health  care  institutions,  like  other  enter- 
prises, should  face  the  financial  consequences  of  ineffi- 
ciency. The  Amendments  authorized  the  establishment  of 
prospective  limits  so  that  providers  could  act  to  control 
their  costs.  It  was  felt  that  the  establishment  of  prospec- 
tive limits  would  reduce  provider  financial  uncertainty  by 
defining  limits  prior  to  the  onset  of  the  cost  reporting 
period  to  which  they  applied. 

Regulations  implementing  Section  223  authorized  the 
establishment  of  prospective  cost  limits  based  on  pro- 
vider classification  according  to  such  factors  as  similarity 
in  size,  location,  and  economic  characteristics.  The 
regulations  also  established  the  conditions  under  which 
providers  may  be  entitled  to  a  change  in  classification,  an 
exemption  from,  or  an  exception  to  the  limits.  The  statute 
and  regulations  also  provided  for  relief  by  allowing  a  pro- 
vider, under  certain  circumstances,  to  charge  excess 
costs  to  the  beneficiary. 

In  granting  the  authority  to  establish  prospective  ceil- 
ings on  costs,  Congress  was  aware  of  the  difficulties  that 
could  arise  due  to  deficiencies  in  cost  data,  or  because  of 
limitations  in  measuring  health  care  output  and  defining 
efficient  delivery  of  care.  Congress  recognized  that  the  in- 
itial limits  would,  of  necessity,  be  imprecise  and  affect  a 
relatively  small  number  of  providers.  The  expectation, 
however,  was  that  cost  limits  would  be  established  to  the 
extent  currently  feasible  with  continuing  refinement  as 
appropriate  methodology  developed.  Consistent  with  this 
expectation,  in  FY  80  HCFA  modified  the  223  limit  setting 
methodology  for  hospitals  and  home  health  agencies  and 
extended  its  application  to  skilled  nursing  facilities. 

Although  the  methods  for  establishing  the  223  limits 
vary  by  provider  type,  they  have  several  features  in  com- 
mon. The  limits  are  derived  from  reported  costs  of  com- 
parable facilities.  Cost  data  are  obtained  from  Medicare 
fiscal  intermediaries.  Comparability  is  achieved  by  pro- 
vider classification  according  to  predetermined  criteria. 
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The  criteria  are  uniformly  applied  so  that  the  basis  for 
classification  is  identical  for  each  facility.  The  result  is  a 
classification  system  that  produces  reasonably 
homogeneous  groups  so  that  costs  from  similar  providers 
are  compared.  For  each  group,  costs  beyond  a  certain 
statistical  threshold  are  presumed  (in  the  absence  of 
evidence  to  the  contrary)  to  be  greater  than  the  costs 
necessary  to  deliver  health  services  efficiently.  The  cost 
limits,  therefore,  restrict  the  recognition  of  "reasonable 
cost"  to  a  standard  cost  representative  of  that  experienc- 
ed by  similar  providers.  HCFA  directed  most  of  the  FY  80 
changes  in  the  limit  setting  methodology  toward  improv- 
ing the  homogeneity  of  the  classification  groups  to 
enhance  the  equity  of  the  limits  as  a  presumptive 
measure  of  efficiency. 

1.  Reasonable  Cost  Limits— Hospitals — Pending  the 
development  of  a  classification  system  sophisticated 
enough  to  quantify  such  difficult  to  measure  variables  as 
case-mix  and  scope  of  service,  HCFA  has  only  placed 
limits  on  hospital  general  routine  service  costs.  Routine 
costs  are  basically  the  cost  of  room,  board,  and  general 
nursing  services  and  exclude  any  costs  associated  with 
ancillary  services  and  special  care  units,  such  as  inten- 
sive or  coronary  care.  HCFA  has  published  schedules  of 
limits  on  hospital  inpatient  routine  service  costs  annually 
since  1974. 

In  developing  the  initial  schedule  of  limits,  HCFA 
classified  hosptials  using  only  two  variables — bed  size 
and  economic  environment.  The  latter  was  reflected  by 
geographic  location  (urban  or  rural)  and  area  per  capita 
income  level.  Because  this  method  was  relatively  un- 
sophisticated, the  limits  were  established  at  a  high  level 
(the  90th  percentile  plus  ten  percent  of  the  median  per 
diem  cost)  permitting  a  wide  margin  for  any  variables  not 
recognized  by  the  system.  Since  that  time  various 
refinements  have  been  incorporated  in  the  limit  setting 
methodology,  permitting  a  lowering  of  the  level  of  the 
limits.  However,  the  basic  system  of  hospital  classifica- 
tion remained  essentially  unchanged  until  1979. 

The  methodology  was  substantially  revised  for  the 
hospital  limits  effective  July  1,  1979.  Costs  not  reflective 
of  relative  efficiency  of  operation  such  as  capital, 
malpractice  insurance,  and  medical  education  expenses 
were  excluded  in  deriving  and  applying  the  limits.  All  ur- 
ban hospitals  were  classified  into  four  bed  size  groups 
without  any  distinction  for  economic  environment.  Rural 
hospitals  were  categorized  into  three  bed  size  groups  in 
the  same  way.  The  portion  of  cost  attributable  to  wages 
was  adjusted  for  differences  in  area  wage  levels  by  an  in- 
dex developed  from  hospital  wages  paid  within  the  locale. 
Hospital  costs  were  adjusted  for  inflation  using  a  "market 
basket"  of  goods  and  services  hospitals  typically  pur- 
chased in  furnishing  routine  care.  Prior  to  adoption  of  this 
technique,  inflation  adjustments  were  based  on  actuarial 
estimates  of  cost  increases.  Additionally,  HCFA  included 
an  adjustment  to  increase  the  limits  for  hospitals  located 


in  States  furnishing  less  than  the  national  average  days  ot 
care  per  1,000  Medicare  beneficiaries. 

For  the  limits  effective  July  1 ,  1980,  HCFA  retained  the 
basic  features  of  the  1979  limits.  However,  a  further  ad- 
justment was  provided  to  account  for  additional  costs 
which  result  from  teaching  programs  but  not  specifically 
identified  as  teaching  costs.  Also,  the  proportion  of  costs 
subject  to  adjustment  by  the  wage  index  was  increased 
to  more  closely  approximate  the  actual  economic  en- 
vironment. Because  these  improvements  enhanced  cost 
homogeneity,  the  level  of  the  limits  were  set  at  112  per- 
cent of  the  group  means.  A  mean  based  threshold  avoid- 
ed the  objection  to  the  percentile  based  limits  under 
which  a  certain  percentage  of  hospitals  in  each  group 
were  judged  inefficient  even  where  actual  cost  variations 
were  minor. 

2.  Reasonable  Cost  Limits— Skilled  Nursing 
Facilities — Proposed  limits  on  skilled  nursing  facility 
(SNF)  costs  were  published  in  1979  and  a  final  schedule 
became  effective  October  1,  1979.  The  final  schedule 
also  established  limits  for  Medicaid  skilled  nursing 
facilities  and  intermediate  care  facilities  (ICFs).  The 
Medicaid  State  agencies,  however,  differ  widely  in  their 
methods  of  determining  allowable  costs.  Because  of  the 
technical  problems  these  agencies  encountered  in  the 
application  of  the  published  limits,  the  regulations  were 
subsequently  amended  suspending  the  application  of  the 
cost  limits  to  Medicaid  payments  for  SNF  and  ICF  ser- 
vices. The  feasibility  of  establishing  limits  on  Medicaid 
payments  for  these  services  is  currently  under  study. 

The  SNF  routine  cost  limits  are  very  similar  in  design  to 
those  for  hospital  routine  operating  costs.  The  limits  are 
derived  from  reported  inpatient  routine  service  costs  of 
comparable  facilities.  Comparability  is  achieved  by  classi- 
fying SNFs  according  to  location  (urban  or  rural)  and 
status  as  either  a  free-standing  or  hospital  based  agency. 
HCFA  made  the  latter  distinction  because  hospital  based 
SNFs  are  an  integral  part  of  the  affiliated  hospital  and,  as 
a  class,  incur  higher  costs.  These  higher  costs  are  at- 
tributable, in  part,  to  the  Medicare  cost  allocation  re- 
quirements for  distributing  hospital  overhead  costs  to  the 
SNF  departments. 

The  SNF  limits  resemble  the  223  hospital  limits  in  other 
respects  as  well.  Capital  related  costs  are  excluded  in 
deriving  and  applying  the  limits.  The  remaining  costs  are 
adjusted  for  inflation  using  a  market  basket  of  goods  and 
services  which  SNFs  typically  purchase.  Differences  in 
routine  service  costs  resulting  from  differences  in  prevail- 
ing area  wage  levels  are  recognized  using  the  same 
wage  index  incorporated  in  the  hospital  limits.  Hospital 
wage  data  are  used  because  of  the  lack  of  quality  wage 
data  suitable  for  indexing  specific  to  nursing  facilities  and 
the  similarity  of  the  hospital  and  SNF  labor  markets.  The 
level  of  limits  are  also  established  using  a  mean  based 
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criterion  which,  effective  October  1,  1979,  was  115  per- 
cent of  average  group  costs.  A  revised  set  of  limits  incor- 
porating several  refinements  in  the  initial  schedule  and 
setting  the  level  of  1 12  percent  of  group  mean  cost  was 
published  in  the  Federal  Register  on  September  4,  1980 
and  became  effective  October  1,  1980. 

3.  Reasonable  Cost  Limits— Home  Health  Agen- 
cies— Section  223  limits  on  home  health  agency  (HHA) 
costs  were  first  established  effective  July  1,  1979.  These 
initial  limits  were  based  on  a  classification  system  which 
only  distinguished  between  urban  and  rural  providers  and 
were  set  at  the  80th  percentile  of  per  visit  costs.  The 
limits  were  derived  from  the  per  visit  costs  of  agencies  for 
each  of  six  Medicare  covered  services:  skilled  nursing 
care,  physical  therapy,  speech  pathology,  occupational 
therapy,  medical  social  services,  and  services  of  home 
health  aides.  Cost  data  were  obtained  from  the  Medicare 
fiscal  intermediaries.  Inflation  adjustments  were  based  on 
actuarial  estimates  of  increases  in  interim  payments  for 
home  health  services  and  a  formula  for  voluntary  price 
restraint  in  the  health  care  sector  established  by  the 
Council  on  Wage  and  Price  Stability. 

Although  HCFA  calculated  limits  for  each  type  of  home 
health  service,  the  various  cost  finding  methods  used  by 
providers  made  it  impractical  to  apply  the  limits  directly  to 
the  per  visit  costs  of  individual  services.  Therefore,  HHA 
cost  limits  were  applied  on  an  aggregate  basis.  That  is, 
the  limits  for  each  type  of  service  was  multiplied  by  the 
number  of  visits  for  that  service.  The  sum  of  the  resulting 
amounts  was  then  compared  to  the  agency's  aggregate 
allowable  Medicare  cost.  However,  mandatory  uniform 
cost  finding  for  HHAs  effective  October  1 ,  1980  will  even- 
tually permit  the  direct  application  of  limits  for  each  type 
of  service. 

For  the  HHA  limits  effective  July  1,  1980,  HCFA 
adopted  several  features  common  to  the  hospital  and 
skilled  nursing  facility  methodologies.  The  revised  system 
is  based  on  an  urban/rural  classification  system  with 
separate  categories  for  hospital  based  facilities.  The  new 
methodology  also  incorporates  the  hospital  wage  index  to 
recognize  differences  in  area  wage  levels  (an  HHA 
specific  index  is  presently  not  available)  and  relies  on  an 
HHA  market  basket  for  inflation  adjustments.  Unlike  the 
hospital  and  SNF  methodology,  HHA  per  visit  costs  in 
each  group  were  arrayed  in  descending  order,  and  the 
limit  was  established  at  the  80th  percentile  for  each  type 
of  service  in  each  group.  Further  refinements  are  planned 
for  subsequent  limitation  schedules. 

Other  Reimbursement  Initiatives 

1.  Special  Care  Units/Intensive  Care  Type 
Units — Section  1861(v)  of  the  Social  Security  Act  pro- 
vides that  the  Secretary  may  establish,  by  regulations,  the 
methods  to  be  used  in  determining  the  reasonable  costs 
of  hospital  services  furnished  to  Medicare  beneficiaries. 


This  section  of  the  law  is  implemented  by  regulations  at 
42  CFR  405.452.  These  regulations  initially  specified  that 
the  costs  of  furnishing  routine  services  would  be  deter- 
mined by  an  averaging  method  whereby  the  costs  of  the 
routine  services  in  all  patient  care  areas  of  the  hospital 
would  be  used  in  deriving  an  average  cost  per  diem.  In 
1972,  the  regulations  were  revised  to  remove  from  the 
calculation  of  routine  service  costs,  the  costs  incurred  in 
furnishing  care  in  special  care  units.  This  was  done  in 
order  to  recognize  that  the  costs  of  furnishing  care  in 
special  care  units  were  significantly  higher,  due  to  need 
for  greater  staffing  and  more  specialized  equipment,  than 
the  costs  associated  with  other  patient  care  areas. 

Recently,  this  regulation  was  interpreted  by  some 
hospitals  as  applying  to  units  that  furnish  a  level  of  care 
that  is  less  than  that  furnished  in  the  traditional  intensive 
care  unit.  These  units  are  typically  designated  as 
subintensive,  subacute,  progressive,  intermediate  care 
units,  etc.  Since  the  adoption  of  the  special  care  unit 
reimbursement  policy,  HCFA  has  maintained  that  only 
those  units  furnishing  a  level  of  care  that  is  equivalent  to 
intensive  care  should  be  reimbursed  separately  as 
special  care  units.  In  HCFA's  view,  a  subintensive  or  in- 
termediate level  of  care  is  only  part,  of  the  spectrum  of 
general  routine  care,  as  are  pediatric,  orthopedic  care, 
and  the  like,  and  should  be  reimbursed  by  combining  the 
reasonable  costs  of  the  care  furnished  in  these  in- 
termediate or  subintensive  units  with  the  reasonable 
costs  of  care  in  other  general  routine  areas. 

In  order  to  define  more  clearly  what  special  care  units 
are  and  to  state  under  what  circumstances  a  separate 
computation  will  be  used  in  determining  Medicare  reim- 
bursable costs  in  these  units,  a  final  regulation  was 
published  in  the  Federal  Register  on  August  18,  1980. 
This  final  regulation  at  42  CFR  405.452(dX10)  incor- 
porated specific  criteria  to  clarify  the  requirements  for  the 
reimbursement  of  such  units  and  changed  the  term 
"special  care  units"  to  "intensive  care  type  units"  to 
reflect  more  accurately  the  type  of  unit  qualifying  for 
separate  reimbursement. 


2.  Salary-Related  Reimbursement  of  Certain  Therapy 
Services — During  FY  80,  HCFA  continued  work  to  imple- 
ment salary  equivalency  guidelines  for  physical  therapy 
and  respiratory  therapy  services  furnished  under  ar- 
rangements between  providers  and  independent  contrac- 
tors. These  guidelines  were  developed  under  authority 
contained  in  Section  1861(v)(5)  of  the  Social  Security  Act. 
Section  1861(v)(5)  requires  HCFA  to  develop  criteria  for 
determining  the  reasonable  cost  of  services  furnished  by 
therapists  or  other  health  care  specialists  (except  physi- 
cians) under  arrangements  with  a  provider. 

The  purpose  of  this  section  of  the  law  is  to  control  ex- 
penditures and  prevent  abuse.  Abuse  generally  occurs 
through  the  provision  of  many  separately  counted  ser- 
vices rendered  by  therapists  who  contract  with  providers. 
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The  providers  have  little  or  no  financial  incentive  to  con- 
trol therapy  costs  because  these  costs  will  be  passed  on 
in  large  part  to  the  Medicare  program  and  other  payers. 
Also,  these  services  are  otten  furnished  by  persons  who 
themselves  are  salaried  employees  of  a  contractor.  The 
contractor  then  charges  the  provider  on  the  basis  of  fee- 
for-service  or  a  percentage  of  billed  charges. 

Under  the  law,  Medicare  reimbursement  for  these  ser- 
vices may  not  exceed  an  amount  equal  to  the  prevailing 
salary  and  fringe  benefits  that  would  have  been  payable 
by  a  provider  had  the  services  been  performed  by  a  pro- 
vider employees,  plus  an  allowance  for  other  expenses 
related  to  furnishing  these  services.  The  definition  of 
prevailing  salary  is  based  on  the  75th  percentile  of  the 
range  of  salaries  paid  to  full-time  therapists,  using  data 
compiled  by  the  Bureau  of  Labor  Statistics.  The  Medicare 
guidelines  establishing  these  limits  also  contain  a  fringe 
benefit  and  expense  factor.  Additional  allowances  are 
made  for  travel,  overtime,  equipment  and  supplies,  aides 
and  assistants  furnished  by  the  contractor,  and  ad- 
ministrative or  supervisory  responsibility. 

During  FY  80,  HCFA  issued  updated  guidelines  for 
respiratory  therapy  services,  and  began  work  on  develop- 
ing updated  guidelines  for  physical  therapy  services. 

3.  Reasonable    Compensation    Guidelines — The 

reasonable  compensation  for  services  of  key  ad- 
ministrative personnel  is  recognized  as  an  allowable 
Medicare  cost.  However,  the  amounts  of  compensation 
are  subject  to  evaluation  under  the  general  requirement 
of  the  Medicare  law  that  provider  costs  must  be 
reasonable  to  be  allowable  for  reimbursement  purposes. 
The  evaluation  of  owners  compensation  between  1968 
and  the  present  has  been  based  on  compensation  ranges 
resulting  from  regional  surveys  of  compensation  for  ad- 
ministrative positions  occupied  by  a  nonowner.  Due  to 
the  lack  of  a  standardization  in  the  compensation  ranges 
developed  on  a  regional  basis,  it  was  decided  it  would  be 
more  effective  to  provide  a  statistically  valid,  standard- 
ized, nationwide  approach  to  establish  ranges  which  can 
be  used  by  intermediaries  in  evaluating  not 
only  owners,  but  other  key  administrative  personnel  com- 
pensation. 

During  fiscal  year  1980,  a  national  survey  of  key  ad- 
ministrative positions  was  developed  to  obtain  statistically 
valid  compensation  data  for  selected  administrative  posi- 
tions for  each  type  and  class  of  provider.  Once  collected, 
the  data  will  be  used  to  establish  reasonable  compensa- 
tion ranges  for  use,  along  with  other  criteria,  by  Medicare 
intermediaries  in  determining  the  allowability  of  compen- 
sation costs  under  Medicare  regulations  42  CFR  405.426 
and  405.451  (cX2). 


4.  Purchased  Management  and  Administrative  Sup- 
port Services — Because  of  the  growing  complexity  of 


managing  medical  facilities,  providers  have  been  turning 
to  outside  individuals  and  organizations  to  perform  func- 
tions previously  done  by  provider  employees.  In  par- 
ticular, there  has  been  significant  growth  in  the  use  of 
purchased  management  and  administrative  support  ser- 
vices. Therefore,  HCFA  is  developing  guidelines  to 
evaluate  the  reasonable  cost  of  these  services  for 
Medicare  reimbursement  purposes.  The  proposed 
guidelines  were  initially  circulated  within  the  health  care 
industry  for  comment  in  February  1980.  The  comments 
from  the  second  circulation  are  currently  being 
evaluated. 


5.  Primary  Care  Intern  and  Resident  Program — In  the 

Findings  and  Declaration  of  Policy  by  the  Congress  in  the 
Health  Professions  Act,  the  Congress  stated  that  physi- 
cian specialization  has  resulted  in  inadequate  numbers  of 
physicians  to  deliver  primary  care.  This  is  of  concern 
because  the  Congress  believes  that  primary  care  physi- 
cians are  critical  to  meeting  the  nation's  health  man- 
power requirements. 

In  keeping  with  the  intent  of  the  Congress,  HCFA 
published  a  new  regulation  changing  the  method  of  deter- 
mining Medicare  reimbursement  for  the  cost  of  intern  and 
resident  programs  in  primary  care  in  order  to  encourage 
the  development  of  these  programs.  Under  the  old 
regulation,  the  net  cost  of  approved  intern  and  resident 
programs,  including  programs  in  primary  care,  was  deter- 
mined by  deducting  all  grants,  tuition,  and  specific  dona- 
tions from  the  provider's  cost  for  the  programs.  However, 
as  a  result  of  the  comments,  the  guidelines  was  sub- 
stantially changed  and  a  second  draft  was  submitted  to 
the  industry  for  comment  in  October  1980.  Under  the  new 
regulation,  grants  and  specific  donations  are  not 
deducted  in  determining  net  cost  if  they  were  received  by 
the  provider  specifically  to  support  intern  and  resident 
programs  in  primary  care. 


6.  Laboratory  Services  and  Durable  Medical  Equip- 
ment Subject  to  the  Lowest  Charge  Level  Provi- 
sion— In  August  1980,  HCFA  requested  its  ten  regional 
offices  to  evaluate  the  impact  of  the  lowest  charge  level 
provision  on  Medicare  claims  for  12  commonly  per- 
formed laboratory  tests  and  two  items  of  durable  medical 
equipment.  Commitment  for  this  study  was  made  in  the 
preamble  to  the  final  regulation  implementing  Section 
1842(b)(3)  of  the  Social  Security  Act,  published  in  the 
Federal  Register  on  July  26,  1978  (43  FR  32335).  The 
methodology  for  calculating  the  lowest  charge  level  provi- 
sion is  found  at  42  CFR  405.511. 

A  proposed  notice  for  the  Medicare  and  Medicaid  pro- 
grams was  published  in  the  Federal  Register  on  March 
26,  1979,  identifying  15  additional  laboratory  services  and 
five  additional  items  of  durable  medical  equipment  as  fall- 
ing within  the  scope  of  42  CFR  405.51 1 .  However,  HCFA 
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aoes  not  pian  10  Tinanze  mis  notice  until  it  nas  nad  a 
chance  to  assess  the  findings  of  the  "impact"  study. 

7.  New  Reimbursement  Procedures  for  Durable 
Medical  Equipment — The  final  regulation  implementing 
Section  16  of  P.L.  95-142  ("The  Medicare-Medicaid  Anti- 
Fraud  and  Abuse  Amendments"),  was  published  in  the 
Federal  Register  on  July  1,  1980,  (45  FY  44287).  The 
criteria  for  making  rental  of  purchase  payments  appear  at 
42  CFR  405.514. 

The  regulation  establishes  criteria  and  procedures  for 
payments  for  new  and  used  durable  medical  equipment 
under  Part  B  of  the  Medicare  program.  The  Secretary  is 
authorized  to  direct  that  equipment  be  purchased  when 
this  would  be  less  costly  or  more  practical  than  rental. 
The  reasonable  purchase  amounts  will  be  paid  through 
either  lease-purchase  arrangements  or  on  a  lump  sum 
basis.  The  purpose  of  this  regulation  is  to  reduce  program 
expenses  caused  by  long  and  costly  rentals  of  equipment 
and  to  reduce  beneficiary  expenses  for  annual  deductible 
and  coinsurance  obligations  incurred  through  long  ren- 
tals. 

8.  Reimbursement  of  the  Costs  of  Blood— In  October 
1980,  HCFA  issued  final  instructions  which  discuss  in 
detail  the  considerations  applicable  to  reimbursement  for 
blood  and  blood  products.  By  focusing  discussion  on  this 
specific  area,  HCFA  expects  to  achieve  more  uniform 
and  effective  administration  of  the  blood  reimbursement 
provisions. 

Specifically,  the  instructions  address  such  topics  as: 

(1)  The  need  to  assure  that  blood  replacement  credits  are 
granted  to  Medicare  beneficiaries  under  the  same  condi- 
tions as  non-Medicare  patients. 

(2)  The  need  for  adjustments  to  a  provider's  charges  for 
blood  replaced  by  or  on  behalf  of  a  patient  and  blood  re- 
quisitioned but  not  transfused. 

(3)  Evaluation  of  costs  incurred  by  hospitals  which  obtain 
blood  from  independent  blood  banks.  Intermediaries  must 
assure  that  hospitals  exercise  prudent  business  manage- 
ment when  entering  into  contracts  with  blood  banks. 

HCFA  will  actively  monitor  the  results  of  implementation 
of  these  instructions  to  determine  whether  the  instruc- 
tions should  be  reinforced  by  expanded  regulations.  The 
monitoring  process  should  be  completed  by  November 
1981. 

9.  Reimbursement  for  Services  Furnished  by 
Hospital-Based  Physicians— In  March  1980,  HCFA 
took  the  first  step  in  its  effort  to  reform  hospital-based 
physician  reimbursement.  The  initial  effort  involved 
publishing  a  notice  in  the  Federal  Register  to  require  car- 
riers to  uniformly  apply  certain  regulations  governing 


reimbursement  tor  the  services  of  hospital-based  physi- 
cians. 

HCFA's  regulations  define  the  physician's  professional 
service  to  a  hospital  patient  which  is  payable  on  a  Part  B 
charge  basis  as  a  service  which: 

•  required  performance  by  a  physician  in  person,  and 

•  contributes  to  the  diagnosis  or  treatment  of  an  illness 
or  injury. 

In  some  cases,  claims  for  clinical  laboratory  services  that 
were  furnished  in  hospitals  were  being  paid  on  a  Part  B 
charge  basis  as  "physician  services."  Such  services 
should  be  paid  on  a  reasonable  cost  basis  to  the  hospital, 
in  accordance  with  regulations.  The  Federal  Register 
notice,  which  intended  to  remedy  this  problem  on  a  pro- 
spective basis,  advised  carriers  to  enforce  the  existing 
rules  with  respect  to  hospital  clinical  laboratory  services 
furnished  after  June  30,  1980. 

On  June  4,  1980,  the  United  States  District  Court  for 
the  Eastern  District  of  Arkansas  enjoined  this  action 
pending  the  outcome  of  a  lawsuit  which  challenged  the 
basis  for  the  notice.  This  matter  is  still  pending  before  the 
court,  as  of  this  writing. 

10.  Payment  for  Inpatient  Services  of  Foreign 
Hospitals — In  late  1979,  HCFA  published  amendments 
to  the  regulations  at  42  CFR  405  regarding  payment  for 
inpatient  services  furnished  to  Medicare  beneficiaries  by 
foreign  hospitals.  Beginning  with  admissions  after 
December  31,  1979,  foreign  hospitals  have  the  option  of 
receiving  payment  directly  from  the  Medicare  program 
based  on  100  percent  of  customary  charges  for  covered 
inpatient  services.  The  hospital  must  establish  its 
customary  charges  for  the  services  by  submitting  an 
itemized  bill  with  each  claim  it  files.  This  precludes  the 
necessity  of  foreign  hospitals  filing  cost  reports  to  receive 
full  reimbursement  of  their  costs.  If  they  do  not  elect  to 
receive  payment  directly,  the  Medicare  beneficiary  will  be 
reimbursed  based  on  the  hospitals'  reasonable  charges 
upon  submitting  an  itemized  bill  to  the  program.  The  pur- 
pose of  the  amendments  is  to  encourage  foreign 
hospitals  to  bill  the  Medicare  program  directly  for  ser- 
vices furnished  to  Medicare  beneficiaries.  The  amend- 
ments also  will  simplify  the  administrative  requirements 
for  processing  claims  for  reimbursement  from  foreign 
hospitals. 


11.  Revision  of  the  Hospital,  Hospital  Skilled  Nursing 
Facility  Complex  and  Skilled  Nursing  Facility  Cost 
Report  (Form  HCFA-2552)— During  FY  80,  HCFA 
published  and  distributed  a  revised  form  HCFA-2552  and 
its  related  instructions  for  use  by  all  hospitals,  hospital- 
skilled  nursing  facility  complexes  and  skilled  nursing 
facilities  participating  in  the  Medicare  program  for  cost 
reporting  periods  beginning  on  or  after  July  1,  1979. 
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Form  HCFA-2552  and  its  related  instructions  were 
originally  issued  in  1975  and  the  basic  form  has  not  been 
revised  until  this  time.  The  changes  to  the  form  were 
necessitated  in  order  to  implement  certain  statutory  and 
regulatory  provisions  for  which  no  provisions  are  current- 
ly made  in  the  cost  reporting  forms.  The  changes  made  to 
the  form  have  been  subject  to  public  comment  through 
publication  in  the  Federal  Register  of  the  various  regula- 
tions and  through  circulation  of  draft  forms  to  interested 
organizations.  The  following  is  a  summary  of  the  provi- 
sions incorporated  into  the  form  and  instructions: 

a.  To  implement  the  option  where  home  program  renal 
dialysis  equipment  may  be  reimbursed  at  100  percent  by 
Medicare,  pursuant  to  agreements  with  approved  pro- 
viders of  service  (P.L.  95-292,  Section  1881(a)). 

b.  To  implement  the  promulgated  limits  (published  in  the 
Federal  Register  June  1 ,  1 979,  and  August  9,  1 979)  on 
provider  inpatient  general  routine  operating  costs,  the  ap- 
plication of  the  reasonable  cost  limitation  and  the  com- 
putation of  reimbursable  general  inpatient  routine  service 
cost  has  been  modified  to  facilitate  the  change  in  method 
in  determining  reasonable  cost  limits.  Limits  were  effec- 
tive October  1.  1979,  for  skilled  nursing  facilities. 

c.  To  implement  the  promulgated  apportionment  of 
malpractice  insurance  costs  (42  CFR  405.452(b)). 

d.  To  implement  the  promulgated  elimination  of  the  Com- 
bination Method  of  Cost  Apportionment  (42  CFR 
405.452(c)),  various  worksheets  within  the  cost  report 
have  been  modified  to  accommodate  ihose  providers 
previously  required  to  report  using  the  combination 
method. 

e.  A  worksheet  for  computing  the  reasonable  cost  of 
physical  therapy  services  furnished  by  outside  suppliers 
has  been  developed  for  the  application  of  42  CFR 
405.432. 


12.  Modification  of  the  Medicare  Home  Health 
Agency  Cost  Report— During  FY  80,  HCFA  published 
and  distributed  a  modification  to  the  Medicare  home 
health  agency  cost  report  to  be  used  by  all  home  health 
agencies,  effective  with  cost  reporting  periods  beginning 
on  or  after  July  1,  1979. 

The  bases  for  modifying  the  home  health  agency  cost 
report  were: 

a.  To  implement  the  promulgated  limits  on  home  health 
agency  costs,  a  schedule  was  included  for  comparing 
total  home  health  agency  per  visit  costs  to  the  aggregate 
per  visit  cost  limit  and  for  applying  the  limit  to  calculate 
reimbursement  settlement. 

b.  A  schedule  for  computing  the  reasonable  cost  of 
physical  therapy  services  furnished  by  outside  suppliers 
has  been  developed  for  the  application  of  42  CFR 
405.432. 


c.  A  schedule  for  computng  the  Medicare  reimbursement 
based  on  the  lesser  of  reasonable  cost  or  customary 
charges. 

d.  A  schedule  for  computing  the  reimbursable  return  on 
equity  capital  of  proprietary  home  health  agencies. 

13.  Home    Health    Agency    Reimbursement — In 

August  1980,  HCFA  published  final  regulations  which  re- 
quired that:  (a)  certain  types  of  home  health  agencies  use 
the  "step-down"  method  of  allocating  costs  to  various 
cost  centers  and  (b)  all  home  health  agencies  use  a  single 
method  of  apportioning  costs  between  Medicare  and  non- 
Medicare  patients.  The  regulation  will  assist  in  the  ap- 
plication of  cost  limits  to  home  health  agencies  by  requir- 
ing the  use  of  uniform  and  improved  methods  of  deter- 
mining the  cost  by  type  of  service. 

Prior  to  promulgation  of  this  regulation,  home  health 
agencies  used  a  number  of  cost  finding  methods  that 
were  approved  by  their  intermediaries  and  HCFA.  The 
use  of  different  cost  finding  methods  made  comparisons 
of  home  health  agency  costs  difficult.  This  final  rule  re- 
quires that  home  health  agencies  not  based  in  hospitals 
or  skilled  nursing  facilities  use  a  single  method  of  cost 
finding.  Use  of  the  "step-down"  method  allows  us  to 
analyze  the  relationship  between  nonrevenue-producing 
costs  and  direct  patient  care  costs,  thereby  enhancing 
our  ability  to  apply  cost  limits  to  home  health  agency 
costs. 

Modification  of  forms  and  instructions  in  order  to  im- 
plement this  regulation  will  be  accomplished  in  FY  81. 

14.  Reimbursement  of  Malpractice  Costs  Based  on 
Malpractice  Loss  Experience — For  cost  reporting 
periods  beginning  on  or  after  July  1 ,  1979,  current  regula- 
tions (42  CFR  405.452(b)(1)(ii))  require  that  costs  of 
malpractice  insurance  premiums  and  self-insurance  fund 
contributions  must  be  separately  accumulated  and  direct- 
ly apportioned  to  Medicare.  The  apportionment  must  be 
based  on  the  dollar  ratio  of  the  provider's  Medicare  paid 
malpractice  losses  to  its  total  paid  malpractice  losses  for 
the  current  cost  reporting  period  and  the  preceding  four 
year  period. 

This  change  in  the  regulations  directing  that  Medicare 
reimburse  medical  malpractice  insurance  expense  on  the 
basis  of  the  loss  experience  related  to  program 
beneficiaries,  rather  than  on  the  basis  of  the  Medicare 
patients'  utilization  of  the  institution,  was  made  because 
the  program  found  that  malpractice  awards  for  Medicare 
patients  were  significantly  lower  than  those  for  the  re- 
mainder of  the  patient  population.  Thus,  the  use  of  an 
overall  Medicare  utilization  of  provider  services  to  reim- 
burse malpractice  costs  shifted  a  substantial  part  of  the 
malpractice  costs  of  other  patients  to  Medicare. 

Revised  cost  reporting  forms  (Form  HCFA-2552)  which 
implement  the  apportionment  of  malpractice  costs  in  ad- 
dition to  other  statutory  and  regulatory  provisions,  were 
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distributed  to  providers  in  October  1980.  The  Provider 
Reimbursement  Manual  (HIM-15-1),  incorporating  the 
malpractice  apportionment  regulation,  is  being  revised.  It 
provides  essential  clarification  of  the  issues  associated 
with  the  direct  apportionment  of  malpractice  costs. 

Other  Policy  Initiatives/Issues 

1.  Ambulance  Services — A  notice  of  Proposed  Rule 
Making  was  published  in  the  Federal  Register  on  August 
27,  1980  that  would  expand  the  ambulance  service 
benefit.  Coverage  would  be  extended  to  include  round-trip 
transportation  of  hospital  inpatients  to  other  facilities,  in- 
cluding such  non-hospital  facilities  as  clinics  or  therapy 
centers,  to  obtain  medically  necessary  diagnostic  or 
therapeutic  services  not  available  in  the  facility  in  which 
they  are  patients.  Existing  regulations  limited  ambulance 
service  coverage,  under  certain  circumstances,  only  to 
ambulance  transportation  to  another  hospital,  to  a  skilled 
nursing  facility,  or  to  the  patient's  home.  The  regulation 
was  proposed  to  recognize  development  in  medical  care 
practice  and  health  care  planning  which  have  made  it 
necessary  to  provide  round-trip  transportation  for  hospital 
inpatients  to  other  facilities  to  obtain  services.  Examples 
of  such  services  include  radiation  therapy  and  CAT  scans 
not  available  in  the  hospital  in  which  they  are  receiving 
care. 

2.  Oxygen  Therapy  in  the  Home — A  notice  published 
in  the  Federal  Register  on  December  14, 1979,  contained 
proposed  policies  and  guidelines  that  Medicare  Part  B 
contractors  would  apply,  where  necessary,  to  claims  for 
oxygen  used  in  the  home.  The  objective  was  to  assure 
that  uniform  criteria  are  applied  by  contractors  in  deter- 
mining whether  a  valid  medical  need  for  oxygen  exists  so 
that  the  home  use  of  oxygen  can  be  paid  for  by  the  pro- 
gram. The  guidelines  proposed  medical  conditions  for 
which  oxygen  therapy  is  appropriate  when  used  by  the 
home  patient  and  also  proposed  what  would  be  accep- 
table medical  evidence  of  the  need  for  oxygen.  This 
evidence  would  include  a  physician's  prescription  with 
specified  information  and  blood  gas  study  reports.  The 
notice  also  contained  a  list  of  questions  about  different 
medical  aspects  of  the  proposed  guidelines  in  order  to 
obtain  as  complete  a  report  as  possible  from  the  medical 
community. 

3.  Exclusion  of  Heat  Transplantation  Procedures 
from  Medicare  Coverage — HCFA  discontinued 
Medicare  coverage  of  heart  transplantation  procedures 
effective  June  13,  1980.  That  policy,  announced  in  a 
HCFA  Ruling  published  in  the  Federal  Register  on  August 
6,  1980,  rescinded  an  earlier  interim  decision  of 
November  2,  1979  that  had  authorized  coverage  for  heart 
transplantation  procedures  only  at  Stanford  University 
Medical  Center.  The  Ruling  authorized  payment  for  heart 


transplantation  and  associated  medical  treatment  at 
Stanford  University  Medical  Center  and  at  the  University 
of  Arizona  Medical  Center  performed  on  or  before  June 
12,  1980,  or  for  candidates  accepted  on  or  before  June 
12,  1980.  It  excluded  other  heart  transplantation 
coverage  pending  the  results  of  further  study. 

The  Ruling  further  announced  that  HCFA,  in  close 
cooperation  with  the  Public  Health  Service,  National 
Center  for  Health  Care  Technology,  would  conduct  a 
broad  study  of  all  aspects  of  Medicare  coverage  of  heart 
transplants,  including  social,  economic,  and  scientific 
issues.  The  study  will  also  examine  the  impact  of  a 
coverage  decision  on  beneficiaries,  the  Medicare  pro- 
gram, and  competing  health  care  providers,  and  will  in- 
clude patient  care  costs  for  a  limited  number  of  Medicare 
beneficiaries  accepted  for  transplantation  at  appropriate 
institutions. 

The  study  will  consist  of  two  parts.  Institutions  that 
agree  to  participate  in  Part  I  will  make  available  data  con- 
cerning heart  transplants  performed  during  the  study 
period,  as  well  as  during  the  most  recent  five  year  period. 
In  Part  II,  a  qualified  research  organization  will  be 
selected  to  develop,  evaluate  and  analyze  a  wide  range  of 
data  furnished  by  institutions  participating  in  the  study 
and  from  other  sources,  and  will  forecast  possible  scien- 
tific, medical,  economic  and  social  issues  that  would  af- 
fect reimbursement  and  influence  Medicare  coverage 
policy. 

When  the  study  results  have  been  analyzed,  HCFA  in- 
tends to  publish  a  proposed  decision  on  Medicare 
coverage  of  heart  transplants  and  to  solicit  full  public  par- 
ticipation in  development  of  the  final  policy,  with  all  perti- 
nent information  made  available  for  analysis. 

4.  Coverage  Decision  Procedures — During  the  past 
year  HCFA  has  improved  its  process  for  developing  na- 
tional Medicare  coverage  decisions  concerning  whether 
or  not  health  care  items  and  services  are  medically 
"reasonable  and  necessary."  The  Medicare  law  prohibits 
payment  for  items  or  services  which  are  not  reasonable 
and  necessary  for  diagnosis  or  treatment. 

A  Physician  Panel,  comprised  of  all  HCFA  physicians 
and  dentists,  as  well  as  two  physicians  representing  the 
Public  Health  Service's  National  Center  for  Health  Care 
Technology  met  regularly  to  discuss  and  recommend 
action  on  new  coverage  issues  before  HCFA. 

Written  procedures  have  been  established  for  referral 
of  new  coverage  issues  to  the  National  Center  for  Health 
Care  Technology  after  presentation  to  and  recommenda- 
tion by  the  Physicians  Panel.  Procedures  have  also  been 
established  for  issuance  of  HCFA  coverage  instructions 
based  on  advice  and  recommendations  for  the  National 
Center. 

During  FY  80,  HCFA  referred  18  new  coverage  issues 
to  the  National  Center,  and  published  36  instructions 
based  on  advice  received  from  the  National  Center.  An 
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additional  number  of  coverage  issues  were  disposed  of 
without  the  need  for  published  instructions. 

5.  Prohibition  Against  Payment  for  Less  than  Effec- 
tive Drugs — On  June  5,  1980,  HCFA  published  in  the 
Federal  Register  a  proposed  rule  to  prohibit  the  payment 
for  certain  drugs  under  the  Medicare  and  Medicaid  pro- 
grams. The  rule  would  bar  the  expenditure  of  Federal 
funds  under  the  two  programs  for  drugs  determined  by 
the  FDA  to  be  not  effective  for  any  indicated  use,  and 
drugs  that  have  not  been  approved  for  sale  in  interstate 
commerce. 

Three  categories  are  affected  by  this  proposal.  The 
first  category  includes  drugs  previously  approved  by  FDA 
that  the  FDA  has  reevaluated  for  efficacy  and  determined 
to  be  less  than  effective.  The  second  category  includes 
products  that  are  identical,  relate  to,  or  are  similar  to  pro- 
ducts in  the  first  category.  The  third  category  includes 
drugs,  such  as  Laetrile,  that  are  subject  to  premarket  ap- 
proval but  which  have  been  introduced  into  the  market 
without  seeking  FDA  approval.  An  exception  to  category 
three  would  be  permitted  for  certain  uses  in  which  HCFA 
determined  payment  would  be  appropriate.  For  example, 
HCFA  has,  based  on  a  recommendation  by  the  Public 
Health  Service,  decided  payment  would  be  appropriate 
for  certain  cancer  drugs,  known  as  Class  C  drugs,  that 
may  not  have  approval  for  interstate  marketing  but  which 
are  distributed  by  the  National  Center  Institute  in  coopera- 
tion with  FDA. 

The  purpose  of  the  proposal  is  to  ensure  that  care  and 
services  are  of  high  quality,  and  that  Federal  funds  are  ex- 
pended in  an  effective  and  responsible  manner. 

6.  Annotation  of  Dual  Entitlement  Information — 

a.  HCFA  has  been  engaged  in  a  broad  range  of  ac- 
tivities designed  to  improve  the  coordination  of  the 
Medicare  and  the  Department  of  Labor's  (DOL)  black 
lung  medical  benefits  programs.  The  main  objectives 
are  to  preclude  duplicate  payments  under  both  pro- 
grams, facilitate  conditional  Medicare  payments  for 
services  to  miners  with  pending  black  lung  applica- 
tions and  ensure  that  the  Medicare  trust  funds  are 
reimbursed  by  the  black  lung  program  for  services  for 
which  that  program  is  responsible.  A  memorandum  of 
understanding  is  being  developed  which  will  delineate 
DHHS-DOL  common  objectives  and  the  steps  being 
taken  to  promote  them. 

b.  Duplicate  payment  by  Medicare  and  the  Veterans 
Administration  (VA)  can  occur  when  a  veteran  is 
authorized  by  the  VA  to  receive  treatment  from  a  non- 
VA  source.  To  prevent  this,  HCFA  is  negotiating  with 
VA  to  obtain  a  listing  of  "authorized"  veterans.  Upon 
receipt,  this  data  will  be  annotated  on  HCFA's  master 
beneficiary  records  to  show  dually  entitled  individuals, 
and  will  be  used  to  alert  HCFA's  contractors  when  an 
admission  query  on  such  an  individual  is  received. 


c.  Similarly,  the  master  beneficiary  file  is  being  an- 
notated to  show  whether  a  beneficiary  is  eligible  for 
reimbursement  under  a  Worker's  Compensation  (WC) 
plan.  A  claim  involving  an  occupational  injury  of  an  in- 
dividual entitled  to  both  Medicare  and  WC  is  the 
responsibility  of  the  State  WC  plan.  Plans  are  in  place 
to  record  this  information  on  HCFA's  records  for  use  in 
alerting  contractors  to  potential  WC  involvement. 

7.  Confidentiality  and  Disclosure — Since  the  March  9, 
1977  Departmental  reorganization  which  transferred  the 
administration  of  the  Medicare  program  from  the  Social 
Security  Administration  (SSA)  to  HCFA,  Medicare  has 
continued  to  be  subject  to  regulations  on  confidentiality 
and  disclosure  originally  promulgated  by  SSA  (20  CFR 
Part  401  and  20  CFR  Part  422).  HCFA  has  been  develop- 
ing proposed  regulations  which  will  set  forth  rules  and 
procedures  dealing  with  disclosure  and  confidentiality  of 
HCFA  information.  The  regulations  will  reflect  statutory 
provisions  and  departmental  regulations  as  they  apply  to 
information  for  which  HCFA  is  responsible.  HCFA  is  also 
working  to  determine  to  what  extent  information  about 
Medicare  beneficiaries  should  be  made  available  to  State 
Medicaid  agencies  At  present,  HCFA  provides  informa- 
tion about  Medicare  beneficiaries  to  State  Medicaid  agen- 
cies only  if  the  Medicare  beneficiary  is  a  Medicaid  appli- 
cant or  recipient  or  gives  written  consent.  HCFA  has  been 
receiving  increased  requests  from  State  Medicaid  agen- 
cies for  identifying  information  on  all  Medicare 
beneficiaries  in  the  State  for  use  in  processing  Medicaid 
claims  and  for  Title  XIX  administrative  purposes. 

HCFA  is  also  working  on  policies  that  would  govern  the 
extent  to  which  information  about  identifiable  Medicare 
beneficiaries  should  be  disclosed  for  epidemiological  and 
other  research  and  statistical  purposes.  Under  current 
policies,  information  about  identifiable  individuals  is 
disclosed  only  to  contractors  who  undertake  a  research 
or  demonstration  project.  In  other  specific  cases,  ap- 
proval from  the  Administrator  has  been  obtained  before 
any  information  is  disclosed  without  the  written  consent 
of  the  subject  individual.  HCFA  is  working  to  establish 
proper  safeguards  before  expanding  the  kinds  of  re- 
questors to  whom  disclosures  for  research  purposes  are 
made. 

8.  Provider  Reimbursement  Appeals— Under  the 
Medicare  program,  the  amount  paid  to  a  provider  of  ser- 
vices is  the  reasonable  cost  of  items  and  services  fur- 
nished to  beneificaries.  To  be  reimbursed  for  covered  ser- 
vices, providers  must  file  cost  reports  with  their  fiscal  in- 
termediaries to  determine  the  amount  of  reimbursement. 
If  a  provider  is  dissatisfied  with  the  amount  of  reimburse- 
ment (or  if  the  intermediary  does  not  make  its  determina- 
tion timely)  the  provider  has  the  right  to  request  a  hearing 
before  one  or  more  hearing  officers  designated  by  the  in- 
termediary,   or    before    the    Provider    Reimbursement 
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Review  Board  (PRRB),  if  the  amount  in  controversy  ex- 
ceeds $10,000.  The  statute  authorizes  the  Secretary  to 
reverse,  affirm,  or  modify  a  decision  of  the  PRRB.  This 
authority  has  been  delegated  to  the  Administrator  of 
HCFA,  the  official  having  administrative  responsibility  for 
the  Medicare  program.  If  a  provider  is  dissatisfied  with 
the  Administrator's  decisions,  or  the  PRRB's  decision  if  it 
is  not  reviewed  by  the  Administrator,  the  provider  may  re- 
quest review  of  the  final  agency  decision  by  a  United 
States  district  court. 

On  February  14,  1980,  HCFA  published  in  the  Federal 
Register  (45  FR  9953),  a  number  of  proposed  regulatory 
additions  and  revisions  designed  to  improve  the  review 
process.  Specifically,  the  proposed  changes  would:  (1) 
clarify  the  PRRB  hearings  are  open  to  the  public;  (2)  make 
HCFA  a  party  to  Board  hearings;  (3)  specify  procedures 
and  criteria  for  the  Administrator's  review  of  Board  deci- 
sions; (4)  authorize  the  Administrator  to  remand  cases  to 
the  PRRB;  (5)  specify  that  the  Administrator  may  review 
the  PRRB's  conclusion  that  it  lacks  jurisdiction  to  decide 
a  case;  (6)  clarify  that  notices  authorized  by  regulation  are 
binding  on  the  PRRB;  (7)  explicitly  authorize  publication  of 
formal  rulings  by  the  Administrator,  which  would  also  be 
binding  on  the  PRRB;  (8)  permit  intermediaries  to  reopen 
provider  cost  report  issues  not  considered  by  a  reviewing 
authority;  (9)  expedite  judicial  review  in  some  cases;  (10) 
clarify  the  statutory  time  period  available  to  a  provider  for 
seeking  judicial  review  if  the  Administrator  declines  to 
review  a  PRRB  decisions. 

The  overall  objective  of  the  changes  is  to  improve  the 
effectiveness  and  the  fairness  of  the  review  process, 
while  meeting  HCFA's  responsibility  for  setting  and  main- 
taining equitable  and  appropriate  reimbursement  policies. 
The  changes  represent  an  attempt  to  develop  a  process 
which  is  open,  evenhanded,  and  responsive  to  the  needs 
of  providers.  They  seek  to  overcome  unnecessary  delays 
in  the  administrative  process,  and  to  the  extent  possible, 
expedite  judicial  review. 

Public  reaction  to  a  number  of  proposed  changes  was 
quite  negative.  There  is  particular  opposition  directed  at 
the  proposal  to  make  HCFA  a  party  of  PRRB  proceedings. 
The  regulation  package  is  currently  under  review. 

9.  Revised  Waiver  of  Liability  Procedures  Applicable 
to  Placement  in  a  Noncertified  Bed  of  a  Participating 
Skilled  Nursing  Facility — Under  policies  in  effect  prior 
to  September  1979,  claims  for  services  furnished  in  a 
noncertified  bed  or  wing  of  a  participating  skiled  nursing 
facility  were  automatically  denied.  The  basis  for  the  denial 
was  that,  regardless  of  the  need  for,  or  the  level  of  ser- 
vices actually  received,  Medicare  could  not  reimburse  for 
services  furnished  in  a  nonqualifying  setting,  i.e.,  a 
noncertified  bed. 

As  a  result  of  a  court  ruling  (Wright  v.  Harris)  which  en- 
joined HCFA  from  continuing  to  deny  Medicare  claims 
solely  on  the  basis  of  placement  in  a  noncertified  portion 


of  a  participating  skilled  nursing  facility^  HCFA  issued  in-' 
terim  instructions  for  implementing  the  court  decision. 
These  instructions,  which  were  approved  by  the  court, 
permitted  payment  under  Section  1879  waiver  of  liability 
provisions.  In  effect,  the  revised  policies  now  permit  pro- 
gram payment  to  a  Medicare  beneficiary  who  required 
and  received  services  equivalent  to  a  skilled  level  of  nurs- 
ing care  while  a  patient  in  a  noncertified  bed  of  a  par- 
ticipating skilled  nursing  facility. 

(Update;  P.L.  96-499,  the  "Omnibus  Reconciliation  Act 
of  1980"  also  addressed  this  problem  by  authorizing  pay- 
ment when  a  beneficiary  who  required  a  higher  level  of 
care  was  erroneously  placed  in  a  part  of  an  institution 
providing  a  lower  level  of  care.) 


D.  IMPROVING  UTILIZATION 
SAFEGUARDS 

One  of  the  most  critical  areas  of  Medicare  program  activi- 
ty is  to  establish  safeguards  against  improper  and  ex- 
cessive utilization  of  health  care  services.  A  large  part  of 
the  rapidly  increasing  costs  of  Medicare  continues  to  be 
attributable  to  the  furnishing  of  medical  services  for  which 
Medicare  claims  submittals  are  made,  which  are  not 
medically  necessary  by  reference  to  generally  accepted 
medical  practice  norms,  or  which  are  medically  inap- 
propriate, particularly  in  terms  of  location  of  care.  Most 
overutilization  situations  do  not  represent  any  criminal  in- 
tent to  defraud  the  Medicare  program.  Usually  they  repre- 
sent "decisions  of  opportunity";  i.e.,  when  a  service  op- 
portunity is  presented  which  is  reimbursable  by  an  exter- 
nal party  and  there  is  a  lack  of  rigorous  definition  about 
the  nature  of  the  service  or  the  reimbursement  rules  for 
that  service,  there  is  an  incentive  to  render  the  service 
with  a  high  degree  of  expectation  that  it  will  be  reim- 
bursed. The  delivery  of  medical  care  is  particularly  sub- 
ject to  this  incentive  because  the  necessity  and  ap- 
propriateness of  such  services  are  often  judgmental  mat- 
ters. Additionally,  some  medical  practices  which  tend  to 
induce  overutilization  have  become  traditional ized  in  the 
American  health  care  delivery  system. 

Under  the  hospital  insurance  program,  one  of  the  most 
obvious  examples  of  this  is  unnecessary  occupancy  of 
expensive  inpatient  facilities,  when  health  services  at  the 
level  of  care  are  not  required.  An  admission  to  a  hospital 
for  services  which  could  be  given  in  a  skilled  nursing  or  in- 
termediate care  facility  or  on  an  outpatient  basis,  with 
equal  medical  effectiveness,  is  a  particularly  striking  ex- 
ample of  such  a  situation.  A  Friday  admission  to  a 
hospital  whose  laboratory  is  closed  on  weekends,  when 
the  initital  purpose  of  the  admission  is  to  secure 
diagnostic  services,  is  another  obvious  situation  in  which 
costs  are  inappropriately  generated.  Extended  stays  in  a 
facility   beyond   the   patient's   medical    need   for   that 
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facility's  level  of  care  creates  a  far  higher  care  cost  than 
should  be  incurred  by  either  the  patient  or  his  insurer. 

In  the  medical  insurance  program,  excessive  or  un- 
necessary utilization  often  occurs  because  the  common 
charge  structure  for  medical  services,  whether  in  an  out- 
patient hospital  setting  or  in  respect  to  services  furnished 
by  private  physicians,  is  generally  that  a  fee  is  charged  for 
each  visit.  Under  such  a  system,  program  reimbursement 
can  be  substantially  increased  solely  as  a  result  of  an  in- 
creased number  of  visits.  That  increase  in  number  of 
visits  may  or  may  not  represent  a  proportionate  increase 
in  either  the  quantity  or  quality  of  medical  services 
rendered.  Thus,  patients  may  initiate  physician  or  outpa- 
tient visits  which  their  medical  needs  do  not  require,  or 
may  request  additional  visits  after  their  current  medical 
needs  have  been  met.  Additionaly,  physicians  and  outpa- 
tient clinics  may  invite  or  allow  more  patient  visits  than 
are  required  for  the  patient's  medical  management  or 
which  customary  practice  would  ordinarily  dictate. 

The  program  has  approached  its  responsibilities  in  the 
area  of  utilization  safeguards  in  a  number  of  ways.  First, 
of  course,  the  structure  of  the  program  itself  provides 
some  fundamental  controls  and  safeguards.  There  are 
benefit  limitations  on  the  number  of  days  of  care  in 
hospitals  and  extended  care  facilities  and  for  home  health 
visits.  These  limits  are  intended  to  assure  coverage  for 
the  vast  majority  of  medical  situations  that  require  these 
levels  of  service  and  yet  provide  upper  limits  beyond 
which  program  payment  would  not  be  made.  The  pro- 
gram prescribes  deductible  and  coinsurance  amounts 
which  may  serve  as  a  safeguard  against  the  initiation  of 
unnecessary  services  because  they  require  patients  to 
share  the  cost  of  services  and,  thus,  provide  some 
motivation  for  them  not  to  seek  services  unnecessarily  or 
prolong  services  beyond  their  medical  needs.  Particularly 
significant  are  the  program  requirements  that,  for  ser- 
vices to  be  reimbursable,  they  must  be  furnished  on  a 
physician's  order  or  under  the  direction  of  a  physician. 
Additionally,  for  inpatient  services  to  be  reimbursable,  a 
physician  or  a  Professional  Standards  Review  Organiza- 
tion (PSRO)  must  certify  that  they  are  medically 
necessary.  Also,  Section  1862(a)(1)  of  the  Social  Security 
Act  provides  that  under  both  the  hospital  and  medical  in- 
surance programs,  payment  may  not  be  made  for  ser- 
vices which  are  not  reasonable  and  necessary  for  the 
diagnosis  and  treatment  of  illness  and  injury. 

Secondly,  HCFA  has  continued  to  refine  the  prepay- 
ment and  postpayment  screens  which  intermediaries  and 
carriers  utilize  to  identify  situations  of  potential  overutiliza- 
tion  or  variations  from  medical  necessity  norms. 

A  particularly  important  screen,  utilized  by  many  car- 
riers, permits  the  prompt  identification  of  individual  physi- 
cians whose  total  bills  for  Medicare  patients  in  given 
periods  significantly  exceed  what  would  normally  be  ex- 
pected in  ordinary  practice.  Investigation  of  physicians 
identified  bv  means  of  such  a  screen  can  disclose  in- 


stances of  overutilization  or  cases  in  which  the 
physician's  practices  are  sufficently  questionable  to  war- 
rant reporing  to  the  State  or  local  medical  society  or  even 
cases  of  deliberate  fraud  in  which  prosecution  would  be 
appropriate.  The  increasing  awareness  that  cases  involv- 
ing possible  excessive  rates  of  payment  are  being  in- 
vestigated constitutes  a  signficant  deterrent  to  overutiliza- 
tion. 

Other  types  of  screens  which  are  being  increasingly 
used  by  carriers  provide  for  the  identification  of  (1) 
physician-patient  contacts  which  appear  abnormally  fre- 
quent for  a  particular  diagnostic  category  or  therapeutic 
procedure,  (2)  potential  markup  situations  where  physi- 
cians include  an  added  charge  for  services  actually  pro- 
vided by  an  independent  laboratory,  or  (3)  situations  in 
which  a  physician  begins  charging  separately  for  compo- 
nent services  which  had  previously  been  rendered  as  a 
combination  of  package  service  with  a  single  charge. 
Carriers  are  increasingly  incorporating  such  screens  into 
their  electronic  data  processing  systems. 

It  is  important  to  recognize  that  in  many  instances 
variations  from  usual  patterns  are  justified  by  the  facts  of 
an  individual  case.  The  important  thing,  however,  is  that 
the  Medicare  claims  review  process  must  be  able  to  iden- 
tify significant  variations  so  that  further  review  can  be 
undertaken  in  instances  where  the  possibility  of  ex- 
cessive or  improper  utilization  should  be  investigated. 

Thirdly,  HCFA  is  continuing  its  efforts  to  assure  that 
Medicare  payment  is  only  made  for  items  and  services 
which  are  medically  necessary  and  of  acceptable  profes- 
sional quality.  This  activity  takes  a  variety  of  forms.  First, 
HCFA  continues  to  identify  individual  items,  services,  and 
procedures  which  are  of  questionable  value.  When  HCFA 
obtains  medical  evidence  that  an  item,  service,  or  pro- 
cedure is  not  safe  and  effective  or  that  it  is  experimental, 
it  discontinues  payment  for  it.  HCFA  conducts  these  ac- 
tivities with  the  support  of  the  Public  Health  Service  and  in 
collaboration  with  national  medical  and  medical  specialty 
societies. 


Another  dimension  of  the  medical  necessity  issue 
relates  to  determinations  as  to  whether  items  or  services 
provided  to  a  beneficiary  in  a  specific  case  are  medically 
necessary.  In  recent  years,  criteria  have  been  developed 
to  assist  Medicare  intermediaries  make  these  determina- 
tions. This  is  a  very  sensitive  area,  of  course,  since  such 
determinations  may  directly  challenge  the  medical  judg- 
ment of  the  physician  who  ordered  or  rendered  the  ser- 
vice. Because  this  is  such  a  sensitive  area,  review  criteria 
are  developed  by  physicians,  and  denials  are  only  made 
on  the  basis  of  a  physician's  professional  judgment.  The 
PSRO  program,  established  in  1972,  provides  for 
organizations  to  develop  and  apply  medical  necessity 
criteria  to  services  rendered  in  hospitals  and  nursing 
homes. 
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The  inducements  to  the  provision  of  services  beyond 
medical  need  are  considerable.  These  inducements 
range  from  pressure  put  upon  physicians  by  patients  who 
are  familiar  with  popularized  diagnostic  and  therapeutic 
procedures  and  exotic  new  technologies,  to  the  increas- 
ing concern  by  physicians  over  potential  malpractice 
suits  for  failure  to  provide  the  entire  gamut  of  diagnostic 
and  therapeutic  procedures  to  every  patient.  The  latter 
leads  to  what  has  been  called  "defensive  medicine." 
Other  inducements  are  the  use  of  expensive  new  equip- 
ment beyond  medical  justification  in  order  to  amortize  the 
high  cost  of  such  equipment  and,  for  some,  the  induce- 
ment of  simple  avarice,  under  the  rationalization  that  the 
additional  service,  even  though  unnecessary,  does  not 
harm  the  patient  medically  nor  financially,  since  he  or  she 
"has  insurance." 

In  dealing  with  these  problems,  HCFA  works  closely 
with  professional  organizations  to  assure  that  services 
are  provided  and  reviewed  in  accordance  with  the  best 
professional  judgment.  Of  particular  importance  in  the  in- 
creasing attention  HCFA  is  giving  to  these  issues  is  the 
PSRO  program.  PSROs  are  described  more  fully  in  the 
following  chapter  of  this  report. 


the  Department.  In  the  case  of  hospitals,  however,  the 
law  allows  the  privately-run  Joint  Commission  on  Ac- 
creditation of  Hospitals'  (JCAH)  and  American 
Osteopathic  Association's  (AOA)  standards  and  surveys 
to  be  considered  as  having  met  the  Federal 
Government's  requirements.  Therefore,  States  will  only 
survey  those  hospitals  not  accredited  by  JCAH  or  AOA 
and  will,  on  a  sample  basis,  conduct  surveys  on  JCAH 
and  AOA  hospitals  in  order  to  validate  that  the  surveys 
conducted  by  these  associations  continue  to  meet 
Medicare  requirements.  If,  as  the  result  of  a  State  survey, 
a  facility  fails  to  meet  the  Federal  standards,  it  is  not  cer- 
tified and  therefore  cannot  receive  Medicare  money. 

Generally,  the  Federal  Standards  and  Certification  pro- 
gram is  responsible  for  establishing  and  updating  Federal 
health  care  standards,  developing  State  survey  pro- 
cedures, and  monitoring  surveys  and  standards  enforce- 
ment. During  FY  80,  program  emphasis  was  placed  on  (1) 
upgrading  standards  affecting  the  quality  of  service,  (2) 
developing  more  efficient  and  effective  survey  pro- 
cedures, (3)  reducing  unnecessary  expenses  imposed  by 
certain  standards.  Discussion  of  major  FY  80  activities 
follow. 


E.  QUALITY  AND  APPROPRIATENESS  OF 
CARE 

A  major  goal  of  the  Medicare  program  is  to  assure  that  its 
beneficiaries  receive  appropriate  health  care  services. 

This  is  assured  by  requiring  that  those  facilities  caring 
for  Meciare  beneficiaries  are  structurally  safe,  clean,  pro- 
perly staffed,  and  provide  needed  services  and  that  the 
actual  care  delivered  to  beneficiaries  is  of  high  quality.  In 
addition  to  assuring  the  quality  of  services  received, 
HCFA  must  make  sure  that  services  are  necessary  and 
performed  at  the  most  economical  level  consistent  with 
good  care.  These  efforts  ensure  a  high  quality  of  care  for 
beneficiaries  while  simultaneously  constraining  health 
care  costs. 

The  section  will  describe  HCFA's  interrelated  quality 
assurance  programs  that  fulfill  the  above  function  and  the 
major  FY  80  initiatives  that  took  place  in  each  program. 
These  programs  are:  Standards  and  Certification,  the  Pro- 
fessional Standards  Review  Organizations  (PSROs)  pro- 
gram, End-Stage  Renal  Disease  Medical  Review  Boards 
(ESRD/MRBs),  and  the  Second  Surgical  Opinion  program. 

Standards  and  Certification 

In  accordance  with  the  Social  Security  Act,  any  facility 
providing  health  care  services  to  Medicare  beneficiaries 
must  meet  certain  health  and  safety  standards  before  it  is 
eligible  to  receive  reimbursement  from  Medicaid.  In  order 
to  ensure  that  these  standards  are  met,  HCFA  has  pro- 
vided for  an  annual  survey  of  each  facility.  These  surveys 
are  conducted  by  each  of  the  States  under  contract  with 


1.  Skilled  Nursing  Facility/Intermediate  Care  Facility 
(SNF/ICF)  Conditions  of  Participation 

Conditions  of  participation  establish  the  requirements  for 
life  safety,  medical  care,  and  physical  and  social  environ- 
ment that  nursing  homes  must  satisfy  to  participate  in  the 
Medicare  program.  The  present  regulations  for  SNFs 
have  been  in  effect  since  1974.  Since  that  time, 
numerous  factors  have  led  to  the  need  for  revising  regula- 
tions. These  include  the  recognition  of  the'need  to  orient 
standards  to  quality  of  care  rather  than  procedural  re- 
quirements; changes  in  methods  of  care  rather  than  pro- 
cedural requirements;  changes  in  methods  of  deliverying 
health  care  to  nursing  home  patients;  recognition  of  the 
need  to  protect  the  rights  of  patients;  the  need  to  rely  less 
on  consultant  services  and  strengthen  inhouse  capacity; 
the  consolidation  of  the  separate  SNF  and  ICF  regula- 
tions to  make  certification  more  efficient  for  facilities  with 
x>th  SNF  and  ICF  beds;  and  others. 

On  July  14,  1980,  revised  regulations  were  published 
as  a  Notice  of  Proposed  Rulemaking  (NPRM)  and  public 
meetings  were  held  in  each  regional  office  to  elicit  public 
comment.  The  final  rule  is  being  reviewed  by  the  Depart- 
ment at  the  time  of  this  writing. 

2.  Hospital  Conditions  of  Participation 

On  June  20,  1980,  the  NPRM  for  new  hospital  conditions 
of  participation  was  published.  The  general  thrust  of  these 
proposed  hospital  standards  is  to  give  hospitals  increased 
flexibility  in  using  their  resources,  while  maintaining  an 
acceptable  level  of  health  care  and  safety.  This  flexibility 
is  necessary  because  the  present,  rather  detailed,  and 
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complex  standards  are  considered  excessively  burden- 
some and  ineffective  for  some  hospitals,  especially 
smaller  ones. 

Because  these  standards  can  be  met  in  different  ways, 
specific  performance  measurement  criteria  (based  on  the 
size  of  the  hospital,  and  the  scope  of  complexity  of  ser- 
vices) are  being  developed.  These  criteria  will  be  publish- 
ed at  the  same  time  the  new  final  hospital  conditions  of 
participation  are  published  and  will  be  used  in  determin- 
ing hospital  compliance  with  the  standards.  Publication  is 
expected  in  the  Fall  of  1981. 


3.  Survey  and  Certification  Procedures  (Subpart  5) 

Survey  and  certification  procedures  for  Medicare  and 
Medicaid  were  developed  at  the  time  these  programs 
became  law.  The  survey  process  is  an  effort  to  assess 
the  quality  of  care  delivered  to  patients.  Since 
developments,  some  elements  have  been  found  to  be 
either  missing  from  the  procedures,  not  necessary,  or  in- 
efficient. In  order  to  rectify  these  problems,  revision  of  the 
procedures  is  underway. 

The  major  issues  to  be  addressed  for  revision  were 
identified  and  public  hearings  to  discuss  them  were  held 
during  the  Spring  of  1980.  These  issues  include  (1)  con- 
sumer involvement  in  the  survey  process;  (2)  the  elimina- 
tion of  non-productive  requirements;  (3)  consolidation  of 
Medicare  and  Medicaid  certification  rules;  (4)  elimination 
of  unnecessary  differences  between  Medicare  and 
Medicaid  requirements;  and  (5)  integration  of  quality 
assurance  activities  in  State  agencies.  Based  on  the 
comments  expressed  at  the  hearings,  an  NPRM  is  being 
developed  and  will  be  published  in  late  FY  81. 


4.  Fire  Safety  Evaluation  System  (FSES) 

In  FY  79,  the  Department  published  a  Proposed  Notice  on 
the  adoption  of  the  FSES  for  hospitals,  with  a  request  for 
comment  on  both  this  proposal  and  on  whether  to  apply 
the  system  to  nursing  homes. 

The  FSES  was  developed,  at  DHHS's  request,  by  the 
Department  of  Commerce's  National  Bureau  of  Stan- 
dards (NBS).  The  purpose  was  to  determine  how  various 
combinations  of  widely  accepted  fire  safety  features 
could  provide  facilities  with  various  equivalent  alter- 
natives for  complying  with  the  Life  Safety  Code  (LSC)  of 
the  National  Fire  Protection  Association.  The  FSES  is  a 
new  alternate  method  of  evaluating  a  facility  for  com- 
pliance with  the  LSC.  It  offers  two  important  advantages: 
(1)  it  allows  the  Department  to  eliminate  a  repetitive 
waiver  system  under  the  LSC  and  (2)  it  provides  facilities 
flexibility  in  meeting  LSC  requirements. 

In  FY  80,  HCFA  published  the  Final  Notice  allowing 
use  of  FSES  for  hospitals  and  nursing  homes. 


5.  End-Stage  Renal  Disease  Minimum  Utilization 
Rates  (ESRD/MURS) 

The  law  requires  minimum  utilization  rates  for  ESRD 
transplant  and  dialysis  facilities.  MUR  is  considered 
necessary  because  it  is  felt  that  high  quality  and  cost  ef- 
fective care  can  best  be  provided  in  facilities  that  perform 
a  minimum  number  of  procedures  annually.  Conditions 
for  coverage  for  transplant  and  dialysis  facilities  include 
numeric  rates  that  a  facility  must  meet  in  order  to  be  ap- 
proved. The  conditions  allowed  a  facility  specified 
timeframes  in  which  to  build  up  its  rate  before  requiring  it 
to  meet  full  MUR. 

Many  facilities  were  faced  with  denial  of  reapproval 
because  they  were  not  meeting  MUR  rates  within  the 
timeframes  specified  in  the  regulations.  We  concluded 
that  we  needed  additional  data  and  studies  in  order  to 
decide  whether  we  should  make  any  changes  in  the  pre- 
sent rates  in  order  to  avoid  premature  and  possibly  un- 
necessary disruptive  denials  of  approval  for  failure  to 
meet  the  present  MUR  rates.  We  issued  a  regulation  on 
September  2, 1980,  extending  the  time  periods  for  a  facili- 
ty to  meet  the  present  rates.  We  are  now  obtaining  the 
additional  necessary  data  and  expect  to  make  any 
changes  suggested  by  our  analysis  during  the  extension 
period. 


6.  Regulations  to  Establish  Conditions  of  Coverage 
for  Suppliers  of  Laboratory  Services 

Hospitals  and  independent  laboratories  participating  in 
Medicare  must  be  approved  by  the  Health  Care  Financ- 
ing Administration  for  compliance  with  health  and  safety 
standards.  Concurrently,  the  Food  and  Drug  Administra- 
tion (FDA)  conducts  inspections  of  blood  banks  and 
transfusion  facilities  engaged  in  the  collection  and  pro- 
cessing of  blood  and  blood  components.  Thus,  with  few 
exceptions,  non-Federal  hospitals  and  independent  labor- 
atories which  are  surveyed  and  certified  under  Medicare 
are  also  inspected  by  FDA. 

Early  in  1979,  HCFA  and  FDA  agreed  to  sign  a 
Memorandum  of  Understanding  (MOU)  to  coordinate 
Federally  required  inspections  of  hospital  blood  banks 
and  transfusion  services,  in  order  to  minimize  duplication 
of  effort  and  to  reduce  the  burden  on  affected  facilities. 
The  MOU  and  the  implementing  regulations  currently  be- 
ing developed  will  enable  FDA  to  withdraw  from  the  in- 
spection of  those  facilities  it  currently  inspects  and  still 
assure  the  health  and  safety  of  their  patients. 

The  regulations  will  confirm  HCFA's  authority  to  survey 
blood  banks  and  transfusion  services  under  regulations 
that  are  substantially  the  same  as  the  current  FDA  regula- 
tions. Uniformity  in  the  requirements  for  im- 
munohematological  testing,  transfusion  services  and 
blood-banking  for  facilities  participating  in  the  Medicare 
program  are  provided  by  adopting  by  cross-reference  the 


25 


FDA's  regulations.  This  will  result  in  a  consolidation  of  the 
survey  activities  in  approximately  3,000  facilities  now  be- 
ing surveyed  by  both  HCFA  and  FDA.  These  facilities  con- 
sist of  hospitals  and  independent  laboratories  approved 
for  particiation  in  the  Medicare  program  whose  transfu- 
sion services  are  also  subject  to  FDA  registration  and  are 
duplicative  of  the  FDA  regulations.  HCFA  plans  to  publish 
a  final  regulation  in  mid-FY  81. 

7.  JCAH  Validation  Process 

In  accordance  with  the  Social  Security  Act,  hospitals  ac- 
credited by  the  Joint  Commission  on  Accreditation  of 
Hospitals  are  deemed  to  meet  most  of  the  requirements 
for  Medicare  participation.  The  Secretary  is  required  to 
perform  surveys  to  verify  that  the  acceptance  of  JCAH 
accreditation  is  an  effective  means  of  assuring  the 
absence  of  serious  deficiencies  in  participating  ac- 
credited hospitals.  Annually,  the  Department  must  inform 
Congress  on  the  administration  of  the  validation  process. 

Hospitals  are  chosen  for  these  surveys  as  a  result  of 
either  random  selection  within  a  statistically  determined 
sample  of  accredited  hospitals,  or  due  to  substantial 
allegations  of  the  existence  of  conditions  adverse  to  the 
health  and  safety  of  patients.  In  order  to  differentiate  bet- 
ween the  two  types  of  surveys,  those  done  for  the  former 
reasons  are  known  as  validation  surveys,  and  those  done 
for  the  latter  reason  are  called  complaint  investigations. 
The  Department  contracts  with  the  State  agencies  to  per- 
form the  surveys. 

A  detailed  report  on  the  validation  process  was  submit- 
ted to  Congress  on  August  15,  1980.  This  report  will  be 
submitted  annually. 

Professional  Standards  Review  Organizations 
(PSROs) 

In  1972,  Congress  enacted  legislation  calling  for  the 
establishment  of  PSROs  to  ensure  that  the  health  care 
services  provided  to  Medicare  and  Medicaid  beneficiaries 
are:  (1 )  of  a  quality  that  meets  professionally  recognized 
standards  of  care,  (2)  medically  necessary,  and  (3)  appro- 
priately provided  in  the  most  economical  setting.  PSROs 
replace  hospital  and  skilled  nursing  facility  Utilization 
Review  Committees.  PSROs  are  comprised  of  practicing 
physicians  who  engage  in  various  activities  associated 
with  the  review  of  care  in  a  given  locality.  The  law  provides 
that  PSROs  are  responsible  for  the  reviews  of  health  care 
services  delivered  in  hospitals  and  long-term  care  facilities. 

There  are  1 94  designated  PSRO  areas  nationwide.  At 
the  end  of  FY80,  PSRO  review  had  been  implemented  or 
initiated  in  187  of  these  areas.  Five  PSRO  areas  are  cur- 
rently unfunded. 

Fiscal  year  1 980  was  a  year  in  which  previously  com- 
mitted directions  were  furthered  and  new  PSRO  activities 
were  begun.  In  FY78,  the  emphasis  of  the  program  was 
changed  from  implementation  activity  to  activities  de- 
signed to  improve  individual  PSRO  effectiveness,  reduce 
the  cost  of  PSRO  hospital  review,  improve  the  financial 


management  of  PSROs  and  assess  the  performance  of 
PSROs.  These  activities,  begun  during  FY78,  continued 
through  FY79  and  FY80.  The  most  significant  FY80 
activities  are  detailed  below. 


1.  Objective  Setting 

In  an  effort  to  further  increase  local  PSRO  impact,  and 
promote  PSRO  effectiveness  nationwide,  the  program 
mandated  in  FY78  that  all  PSROs  have  acceptable  impact 
objectives.  This  was  intended  to  increase  effectiveness 
by  assuring  that  review  activities  are  directed  specifically 
to  outcomes. 

In  FY78  and  79,  PSROs  received  a  range  of  technical 
assistance  activities  to  assist  them  in  setting  objectives. 
Documentation  of  objectives  and  related  impact  was  also 
introduced  as  part  of  the  PSRO  grant  renewal  process. 

During  FY80,  this  system  was  well  established.  Measur- 
able objectives  are  now  in  all  PSRO  grant  applications. 
In  order  to  continue  assisting  PSROs  in  identifying  new 
problems  and  in  monitoring  present  objectives,  more 
current  data  were  provided  to  PSROs  in  FY80.  These 
included  both 'general  Medicare  utilization  indicators  and 
Medicare  surgical  procedure  rates  on  the  most  frequently 
performed  procedures. 

National  priorities  were  established  which  PSROs  were 
asked  to  consider  when  formulating  their  objectives.  The 
principle  was  that  the  physician  community  would  identify 
and  correct  problems  in  their  local  area  within  the  frame- 
work of  broad  national  priorities.  These  priorities  were: 
(1 )  general  hospital  utilization,  (2)  surgical  services  utiliza- 
tion, (3)  ancillary  services  utilization,  (4)  inefficiency,  and 
(5)  substandard  quality  care.  In  addition,  guidance  was 
provided  to  PSROs  in  FY80  toward  developing  and  setting 
objectives  for  their  long-term  care  activities. 

2.  Cost  Reduction 

A  major  impetus  for  the  objective-setting  process  has 
been  cost  reduction.  The  major  cost  reduction  efforts 
PSROs  have  employed  are  "focusing  techniques." 
"Focusing"  review  means  to  decrease  concurrent  review 
activity  in  areas  of  acceptable  performance  and  to  con- 
centrate on  intensive  review  of  significant  problem  areas. 
In  FY80,  almost  all  PSROs  were  using  some  form  of 
focused  review. 

It  became  apparent  in  FY80  that  focusing  could  indeed 
assist  in  lowering  costs  of  PSRO  review.  Between  the 
periods  of  April  1 978  to  March  1 979  and  April  1 979  to 
March  1 980,  PSROs  had  lowered  their  unit  review  cost  by 
25  percent.  Costs  of  review  per  discharge  had  fallen  from 
$1 2.38  to  $9.69. 

Termination  and  Consolidations 

PSROs  are  terminated  for  failure  to  perform  their  review 
responsibilities  in  a  timely  and  effective  manner  and/or 
fiscal  mismanagement.  In  FY80,  two  conditional  PSROs, 
were   formally   terminated   (Academy   for   Professional 
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Standards  (California)  and  Region  IX  Peer  Review  Sys- 
tems, Inc.  (Ohio)).  They  were  terminated  for  poor  program 
management,  particularly  poor  performance  in  their 
review  functions.  At  the  end  of  FY80, 1 7  additional  PSROs 
had  been  notified  that  they  are  being  seriously  considered 
for  termination. 

An  alternative  to  termination  is  consolidation  of  a 
poorly  performing  PSRO  with  an  adjoining,  strong  PSRO. 
During  late  FY79  and  early  FY80,  one  PSRO  voluntarily 
withdrew  from  the  program  for  inability  to  do  its  review  at 
reduced  costs.  It  favored  consolidating  its  area  with  an 
area  served  by  a  nearby  PSRO. 

4.  Full  Designation 

Under  law,  the  Secretary  of  HHS  designates  an  organiza- 
tion as  a  PSRO  on  a  conditional  basis  in  order  to  determine 
the  capacity  of  the  organization  to  satisfactorily  perform 
the  duties  and  functions  mandated  by  the  statue.  The  con- 
ditional period  allows  the  Secretary  to  make  an  accurate 
appraisal  of  the  effectiveness  with  which  a  conditionally 
approved  PSRO  exercises  review  responsibility  before 
reaching  a  decision  on  full  designation  of  the  PSRO. 
Ordinarily  this  trial  period  may  not  exceed  48  months. 
However,  this  period  may  be  extended  for  up  to  two  addi- 
tional years  for  reasons  beyond  the  control  of  a  PSRO. 

By  FY80,  some  PSROs  had  reached  five  year  condi- 
tional designations,  and  even  more  had  reached  four  years 
of  conditional  designation.  Therefore,  during  FY80,  criteria 
were  finalized  for  fully  designating  PSROs.  These  criteria 
include  statutorily  and  quantitatively  derived  measures  to 
ensure  fairness  to  all  PSROs. 

Based  on  these  criteria,  the  ten  oldest  PSROs  were 
evaluated.  The  maximum  conditional  period  (72  months) 
had  expired  for  those  ten  PSROs  in  June,  1 980.  They  were 
converted  to,  fully  designated  status  on  July  1,  1980. 

5.  Review  Procedures 

•  PSRO  Hospital  Ancillary  Services  Review 

Ancillary  services  review  is  a  relatively  new  undertaking 
for  PSROs.  In  FY80,  some  80  PSROs  were  performing 
various  forms  of  this  review. 

These  PSROs  are  including  ancillary  review  activities 
in  their  annual  submission  of  impact  objectives.  While 
most  of  the  ancillary  objectives  submitted  in  1 980  dealt 
with  the  development  of  ancillary  review  systems,  several 
PSROs  submitted  specific  impact  objectives  for  reduc- 
tions in  ancillary  services  utilization. 

These  PSROs,  along  with  other  sources,  are  beginning 
to  show  some  evidence  that  a  widespread  variation  exists 
in  the  extent  to  which  ancillary  services  are  used  through- 
out this  country.  Because  it  is  important  to  know  whether 
such  variations  indicate  appropriate  or  inappropriate  care, 
a  study  was  started  in  FY80  to  identify  and  explain  these 
variations.  The  results  of  this  study  will  provide  assistance 
in  reviewing  the  use  of  ancillaries. 


•  Physician  Services  Review 

In  FY80,  five  selected  PSROs  commenced  pilot  projects 
to  address  different  aspects  of  physician  services  review. 
The  intent  of  these  projects  is  to  test  PSRO /carrier  inter- 
actions so  that  operating  difficulties  can  be  identified  if 
wider  PSRO  implementation  is  contemplated. 


•  Surgical  Review 

During  FY79,  data  for  calendar  years  1973  and  1976 
became  available  on  surgical  rates  for  the  Medicare  popu- 
lation. This  data  allowed  PSROs  to  better  address  inappro- 
priate surgery  utilization. 

During  FY80,  several  PSROs  addressed  the  issue  of 
inappropriate  utilization  of  surgical  services  in  their  objec- 
tive setting  process.  As  these  PSROs  established  that  a 
surgical  rate  represented  a  utilization  and  quality  problem, 
they  were  allowed  to  substitute  the  reduction  fcof  that 
surgical  rate  as  a  PSRO  objective  in  place  of  an  existing 
objective  of  lower  priority. 

Preparation  for  a  study  to  address  inappropriate  surgical 
utilization  was  also  begun  in  FY80.  Surgical  utilization  rates 
vary  substantially  in  different  areas  throughout  the  country. 
This  study  will  determine  whether  these  variations  are 
appropriate  or  inappropriate. 


•  Quality  Review  Studies 

PSROs  quality  review  studies  are  an  outgrowth  of  the 
earlier  required  Medical  Care  Evaluation  (MCE)  studies. 
The  most  significant  activity  in  FY80  was  the  develop- 
ment of  this  new  and  broader  quality  review  study  policy. 
The  earlier  policy  focused  on  the  conduct  of  MCE 
studies  as  a  PSRO  review  responsibility  and  was  based  on 
hospital  size.  While  the  strengths  of  the  MCE  study  policy 
fostered  interest  and  development  of  the  program,  a  pri- 
mary concern  was  the  over-emphasis  on  rigid  numbers 
with  less  attention  to  impact  on  quality  of  care.  As  a  result 
of  this  concern,  new  policy  was  developed  which  empha- 
sized quality  improvement  and  impact  on  patient  care.  It 
was  implemented  in  1 980. 


•  Profile  Development 

PSROs  are  required  by  legislation  to  develop  and  analyze 
practitioner,  patient,  and  institutional  "profiles"  in  order  to 
identify  patterns  of  care.  Once  a  pattern  of  care  has 
emerged,  it  is  compared  to  other  similar  institutional  pat- 
terns. From  that  comparison,  particular  tendencies  and 
trends  can  be  identified.  TO  generate  profile  data,  a  PSRO 
needs  to  have  both  an  automated  data  system  and  a 
significant  number  of  reviews  completed.  Currently,  165 
PSROs  are  reporting  profile  analysis  activities. 

Improved  profile  analysis  capabilities  will  result  in  more 
accurate  identification  of  problems  in  utilization  and  more 
efficient  allocation  of  review  resources.  Several  efforts 
to  enhance  PSRO  capabilities  in  this  area  took  place  in 
FY80. 
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•  Long  Term  Care  (LTC)  Facilities  Review 

During  late  FY80— early  FY81 ,  the  number  of  PSRO  long 
term  care  (LTC)  projects  was  decreased  from  55  to  50. 
This  action  reflected  a  move  toward  eliminating  the  least 
cost-efficient  review  projects  in  face  of  limited  funding. 
The  50  PSROs  in  the  current  program  conduct  reviews  in 
26  States.  This  includes  Intermediate  Care  Facility  (ICF) 
review  in  26  States  and  ICF  for  the  mentally  retarded  (ICF/ 
MR)  review  in  ten  States. 

The  long  term  care  program  was  developmental,  mov- 
ing from  a  100  percent  concurrent  review  system  to  a 
system  which  focuses  on  critical  utilization  'and  quality 
concerns.  Forty-six  of  the  projects  employ  preadmission 
review  in  an  attempt  to  place  patients  in  the  most  appro- 
priate setting  to  meet  their  needs.  Preadmission  review 
was  directed  at  preventing  the  "institutionalization"  of  new 
Federal  admissions.  Utilization  review  was  increased  in 
frequency  for  those  patients  who  had  the  potential  for 
rehabilitation  and  discharge  to  the  home,  a  community 
setting,  or  a  lower  level  of  care.  Utilization  review  was 
concurrently  decreased  for  the  majority  of  patients  with 
chronic  debilitating  conditions  who  required  the  type  of 
support  and  care  provided  in  nursing  homes  for  their 
remaining  days  of  life.  Quality  of  care  issues  became  the 
main  focus  of  such  review  systems.  Considerable  effort 
was  devoted  to  problem  identification,  verification  and 
solutions. 


•  Home  Health  Services  Review 

This  review  responsibility  was  completely  new  to  PSROs 
in  FY80.  Special  initiative  funding  was  received  by  three 
PSROs  to  devise  model  review  methodologies  for  home 
health  care  services.  PSRO  review  of  this  service  was 
intended  to  provide  a  vehicle  for  physician  involvement  in 
the  direct  supervision  and  monitoring  of  care  provided 
in  the  home  setting. 

•  Ambulatory  Care  Review 

Ambulatory  care  is  provided  to  patients  who  are  not 
required  to  be  in  an  institution.  It  includes  services  pro- 
vided in  a  physician's  office  or  in  an  outpatient  clinic. 

In  FY80,  seven  demonstration  projects  were  funded  to 
perform  review  of  ambulatory  services.  Through  these 
demonstrations  HCFA  has  been  examining  the  efficacy 
and  efficiency  of  various  ambulatory  review  methodologies. 

Emphasis  during  FY80  was  on  review  of  care  provided 
to  Shared  Health  Facilities,  sometimes  referred  to  as 
"Medicare  or  Medicaid  Mills"  where  overutilization  has 
been  cited  as  a  problem. 


6.  PSRO  Impact 

The  FY79  PSRO  evaluation  by  HCFA  documented  posi- 
tive impact  on  hospital  utilization  when  (or  as)  measured 
by  days  of  care  per  1 ,000  Medicare  enrollees. 


The  quality  component  is  a  major  feature  of  the  PSRO 
program  which  distinguishes  it  from  other  types  of  utiliza- 
tion review.  The  1 979  evaluation  demonstrated  that  when 
medical  ca're  evaluation  studies  (MCEs)  identify  significant 
problems,  improvement  can  be  observed  when  the  MCE 
is  repeated. 

PSROs  are  obligated  to  pursue  both  informal  and  formal 
sanction  actions  to  modify  provider  performance.  During 
FY80,  final  regulations  on  the  sanction  process  were 
published.  To  date,  24  sanction  reports  have  been  re- 
ceived by  the  Department.  Nineteen  recommended  ex- 
clusion of  practitioners  and  five  recommended  exclu- 
sions of  providers.  Final  action  has  been  taken  on  1 1  of 
these  referrals.  Notices  of  proposed  exclusion  have  been 
sent  to  six  in  accordance  with  the  regulations  and  seven 
are  now  pending  additional  development  or  review. 

The  PSRO  program  has  been  given  some  acceptance 
by  the  private  sector.  As  of  February  1 979, 49  PSROs  were 
performing  private  review.  Some  of  these  were  in  the 
process  of  expanding,  and  additional  PSROs  were  in  the 
process  of  negotiating. 


End-Stage  Renal  Disease  Medical  Review  Boards 

End-stage  Renal  Disease  Medical  Review  Boards 
(ESRD/MRBs)  have  quality  assurance  functions  similar  to 
PSROs.  However,  ESRD/MRBs  review  a  special  Medi- 
care population  over  a  much  larger  geographic 
area — the  ESRD  network  area.  There  are  32  designated 
network  areas.  Most  MRB  reviews  of  Medicare  ESRD  pa- 
tients is  done  for  the  ambulatory  dialysis  setting.  Review 
of  care  which  is  provided  in  the  hospital  is  coordinated 
with  the  PSRO  in  whose  area  the  hospital  lies. 
ESRD/MRBs  monitor  the  appropriateness  of  patients' 
treatment  procedures;  review  the  comparative  perfor- 
mance of  facilities  and  physicians  with  regard  to  patient 
care,  and  assure-fluality  of  care  by  conducting  medical 
care  evaluation  studies  and  other  in-depth  studies. 

A  technical  assistance  document  for  the  development 
and  implementation  of  a  quality  assurance  activity  for  use 
by  ESRD  Medical  Review  Boards  (MRBs)  was  developed 
during  calendar  year  1980.  The  purpose  and  use  of  this 
document  is  intended  to  assist  ESRD  MRDs  in  the  devel- 
opment, implementation  and  refinement  of  the  quality 
assurance  activities  by  presenting  alternative  approaches 
to  various  phases  of  this  task.  The  document  addresses 
the  following  topics:  (1)  common  definitions  used  in 
discussing  quality  assurance",  (2)  a  brief  history  of  the 
development  of  quality  assurance  in  medical  care,  (3) 
quality  assurance  requirements  of  the  MRBs,  (4)  the  rela- 
tionships of  the  MRBs  quality  assurance  activities  to  the 
activities  of  other  organizations  (e.g.,  PSROs,  HSAs),  (5) 
data  for  quality  assurance  activities,  (6)  definition  and 
documentation  of  the  quality  assurance  tools,  and  (7)  the 
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quality  assurance  process  In  addition  to  general  discus- 
sion of  the  preceding  topics,  a  number  of  specific  ex- 
amples of  quality  assurance  activities  undertaken  by  dif- 
ferent ESRD  Networks  are  presented  in  this  document. 
These  examples  were  drawn  form  four  Networks  that 
were  visited  prior  to  preparation  of  the  document.  This 
document  will  be  distributed  to  all  32  Networks  and  their 
MRBs. 

HCFA  conducted  two  workshops  to  explain  and  give 
technical  assistance  in  the  conduct  of  profile  analysis. 
Profile  analysis  was  approached  both  in  fhe  generic  as 
well  as  in  specific  illustrations  of  profile  analysis  that  had 
been  undertaken  by  ESRD  Networks  and  their  MRBs. 
Also  included  during  the  workshops  was  a  comprehen- 
sive presentation  on  the  study  of  hepatitis  in  ESRD  Net- 
works presented  by  staff  of  the  Center  for  Disease  Con- 
trol. 

HCFA  is  planning  to  conduct  a  meeting  for  MRBs  in 
1981  which  will  concentrate  on  the  conduct  of  the  medi- 
cal care  evaluation  studies  and  profile  analysis.  Presenta- 
tions will  be  made  by  ESRD  specialists  from  within  and 
outside  the  Government  and  by  MRB  members. 


Second  Surgical  Opinion  Program 

In  FY  78:  HCFA  began  a  major  consumer  information 
campaign  to  encourage  all  Americans  to  seek  a  second 
opinion  before  undergoing  non-emergency  surgery.  The 
campaign  was  particularly  directed  toward  Medicare  and 
Medicaid  beneficiaries.  The  campaign  is  premised  on  the 
patient's  right  to  know  the  benefits  and  risks  of  the  recom- 
mended surgery  and  any  alternatives  to  that  surgery. 
HCFAs  second  surgical  opinion  program  centers  around 
two  major  efforts: 

•  a  national  second  opinion  referral  system 

•  a  public  information  campaign 

In  FY  80,  nearly  six  million  brochures  entitled  Facing 
Surgery?  Why  No{Get  a  Second  Opinion?  were  distribu- 
ted to  welfare  offices,  SSA  district  offices,  consumer  and 
professional  groups,  and  individuals  throughout  the 
United  States.  Also,  public  service  announcements  pro- 
moting the  second  opinion  program  and  publicizing  the, 
national  toll-free  number  (800-638-6833)  were  distributed 
to  730  television  stations  and  oyer  6,000  radio  stations. 


F.  INCREASING   HMO  ENROLLMENT 
MEDICARE  BENEFICIARIES 


BY 


Health  Maintenance  Organizations  (HMOs)  are  a  growing 
alternative  to  traditional  forms  of  health  care  delivery.  An 
HMO  is  an  organization  which  provides  its  members 
comprehensive  health  services,  without  regard  to  fre- 
quency or  extent  of  services,  in  return  for  a  predeter- 
mined, fixed  premium  paid  by  members.  Thus,  HMOs  dif- 
fer from  traditional  methods  of  health  care  delivery  and 
financing.  Under  the  traditional  method,  an  individual 
buys  health  insurance  from  one  organization  but  has  ser- 
vices provided  by  other  individuals  and  institutions,  each 
of  whom  bills  separately.  An  HMO,  by  contrast,  is  both  a 
health  care  insurer  and  a  health  care  provider,  with  mem- 
bers receiving  covered  services  through  the  HMO. 
Because  the  amount  which  its  members  pay  for  the  cost 
of  care  is  fixed  in  advance,  there  is  great  incentive  for 
HMOs  to  reduce  the  cost  of  care.  They  strive  to  reduce 
costs  by  emphasizing  preventive  care  and  health  educa- 
tion, by  providing  only  medically  necessary»care,  and  by 
using  ambulatory  care  rather  than  more  expensive 
hospital  and  other  institutional  care  whenever  possible. 

In  the  early  years  of  the  Medicare  program,  HMOs  and 
other  prepayment  plans  could  be  directly  reimbursed  by 
Medicare  on  a  capitation  basis  for  only  certain  Medicare 
Part  B  services.  But  Congress  recognized  that  the  HMO 
emphasis  on  keeping  down  health  care  costs  could  pro- 
duce significant  savings  for  Medicare.  Therefore,  in  1972 
Congress  authorized  the  Medicare  program  to  enter  into 
contracts  with  HMOs  allowing  them  to  be  reimbursed  on 
a  capitation  basis  for  all  covered  services  under  Parts  A 
and  B  of  Medicare  furnished  to  beneficiaries  who  enrolled 
in  HMOs.  Member  beneficiaries  pay  a  premium  which 
covers  Medicare  deductible  and  coinsurance  amounts. 

During  FY  80,  17  HMOs  signed  contracts  to  enroll 
Medicare  members.  This  brought  the  total  of  contracting 
HMOs  to  44.  Medicare  membership  in  HMOs  increased 
during  FY  80  from  37,012  to  66,238  or  approximately  79 
percent. 

During  1980,  the  Health  Care  Financing  Administration 
continued  its  emphasis  on  beneficiary  enrollment  in 
HMOs.  Approximately  4,179,500  beneficiaries  living  in 
HMO  service  areas  were  notified  by  mail  of  the  availabili- 
ty of  HMO  services.  HCFA  has  also  actively  encouraged 
all  qualified  HMOs  to  enter  into  contracts  to  provide  Medi- 
care services.  Medicare  enrollment  in  HMOs  is  expected 
to  grow  substantially  in  the  next  few  years. 


Patients  wishing  second  opinions  can  contact  local 
referral  centers  or  call  the  national  toll-free  number  to  ob- 
tain the  name  and  telphone  number  of  their  local  referral 
center.  During  FY  1980,  approximately  12,000  calls  were 
made  to  the  national  "hotline." 


G.  FRAUD  AND  ABUSE  CONTROL 
ACTIVITIES 

During  FY  79,  an  effort  was  begun  to  transfer  responsibili- 
ty for  full-scale  fraud  investigations  and  prosecutions 
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related  to  suspected  cases  of  Medicare/Medicaid  fraud  to 
the  Department's  Office  of  the  Inspector  General.  That  ef- 
fort was  completed  in  FY  80.  As  a  result,  HCFA  began  to 
focus  its  attention  in  the  areas  of: 

•  integrity  reviews  involving  preliminay  case  develop- 
ment and  abuse  case  processing; 

•  administration  sanctions  activities  (terminating/exclu- 
ding/suspending certain  physicians  or  practitioners 
from  participation  in  the  Medicare  program); 

•  payment  reviews  (PARE),  and 

•  increased  efforts  in  various  types  of  validation  reviews. 

Results 

In  carrying  out  the  responsibilities  outlined  above,  the 
Health  Care  Financing  Administration  achieved  the 
following: 


A.  Workload 

1 .  Integrity  reviews  (IRs)  processed  by  HCFA  regional  of- 
fices and  Medicare  contractprs-27,647. 

2.  Overpayments     identified    as    a     result    of    IRs 
processed-$2, 155,495 

3.  Full-scale  abuse  cases  processed  by  HCFA  regional 
offices  and  Medicare  contractors-2,581. 

4.  Overpayments  identified  as  a  result  of  full-scale  abuse 
cases  processed-$20,836,857 


B.  Administrative  Sanctions 

In  FY  80,  under  Section  1862(e)  of  the  Act,  action  was 
taken  to  suspend  72  physicians/practitioners  from  parti- 
cipation in  the  Medicare  program.  These  actions  resulted 
from  their  conviction  of  a'criminal  offense  related  to  their 
involvement  in  the  Medicare  and  Medicaid  program. 
NOTE:  Conviction  in  one  program  results  in  a  sanction  ac- 
tion in  both  programs. 

Exclusion  action  (under  section  1862(d)  of  the  Act) 
were  taken  against  19  providers,  practitioners  and/or 
other  health  care  suppliers  as  a  result  of  a  finding  that 
they  had: 

(1)  falsified  billing  information, 

(2)  supplied  excessive  medical  services,  or 

(3)  supplied  medical  supplies  or  services  which  failed  to 
meet  professionally  recognized  standards  of  health  care. 

The  length  of  the  suspensions/exclusions  ranged  from 
one  year  to  ten  years.  Action  was  taken  to  withdraw  the 
suspensions  or  to  reinstate  a  previously  suspended  physi- 
cian/practitioner in  nine  cases,  and  to  reinstate  a 
previously  suspended  provider/supplier  in  two  cases. 


C.  Payment  Review  (PARE)— The  1979  PARE  con 
eluded  the  annual  Part  B  Payment  Review  Project.  This 
program  identified  physicians/suppliers  whose  services 
generated  $25,000  or  more  in  program  payments 
($15,000  or  more  to  podiatrists  and  $5,000  or  more  to 
chiropractors),  and  whose  patterns  of  practice,  when 
compared  with  their  peers,  revealed  a  variance  which  re- 
quired a  review  for  potential  fraud  or  program  abuse. 
Although  1979  was  the  last  project  year,  some  reviews  in- 
volving peer  review  determinations  and  overpayment 
assessments  are  still  underway.  During  FY  80,  approxi- 
mately 2,100  reviews  were  completed.  These  reviews 
disclosed  a  projected  overpayment  of  $1.8  million, 
resulting  in  the  initiation  of  recoupment  actions  by 
Medicare  carriers.  In  addition,  42  cases  were  identified 
for  further  investigation  of  possible  fraud.  One  physician 
was  referred  for  consideration  of  an  exclusion  sanction 
under  Section  1862(d)  of  the  Social  Security  Act.  Three 
physicians  were  referred  to  State  Medical  Associations 
for  possible  violation  of  medical  ethics. 

Public  Law  92-603  gives  Professional  Standards 
Review  Organizations  (PSROs)  responsibility  for  medical 
necessity  review  in  both  the  Medicare  and  Medicaid  pro- 
grams. The  respective  roles  of  Medicare  contractors  and 
PSROs  in  regard  to  this  responsibility  are  still  being 
developed.  When  the  program  becomes  fully  operational 
in  FY  81 ,  the  submitting  of  the  required  postpayment  data 
by  contractors  will  replace  the  annual  PARE  project. 

D.  Program  Validation 

During  FY  "80,  HCFA  continued  its  extensive  validation 
review  program  to  detect  fraud,  abuse,  and  waste  among 
providers,  and  to  identify  and  correct  inappropriate  and 
potentially  wasteful  policies  and  procedures.  The  major 
types  of  validation  reviews  are: 

(a)  Systematic  Abuse  Reviews  (noninstitutional):  SARS 
are  conducted  to  identify  providers  with  aberrant  utiliza- 
tion or  billing  practices  and  to  evaluate  contract  review 
systems  and/or  improve  such  systems. 

(b)  Aberrant  Costs  Studies  (institutional):  During  an  ACS, 
providers  are  reviewed  to  determine  if  overutilization  or 
aberrant  cost  or  billing  practices  exist.  Additionally,  the 
appropriateness  of  contractors/State  agency  reimburse- 
ment and  audit  processes  is  evaluated. 

(c)  Program  Implementation  Reviews  (PIRs):  These 
reviews  are  conducted  to  determine  if  reimbursement 
policies  and/or  the  implementation  of  such  policies  con- 
tribute to  inappropriate  levels  of  reimbursement. 

In  FY  80,  validation  review  efforts  resulted  in  the  follow- 
ing: 
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•  Forty-seven  draft  SAR  reports  were  completed  which 
identified  Medicare  overpayments  or  other  program  sav- 
ings of  approximately  $7.2M.  Fourteen  of  the  forty-seven 
draft  reports  were  finalized. 

Overpayments  or  other  program  savings  of  approxi- 
mately $2.5M  were  identified. 

•  Eighty-nine  draft  ACS  reports  were  completed  which 
identified  overpayments  or  other  program  savings  of  ap- 
proximately $19M.  Twenty-six  of  the  eighty-nine  draft 
reports  were  finalized 

Overpayments  or  other  program  savings  of  approx- 
imately $9M  were  identified. 

•  Forty-three  draft  PIR  reports  were  completed  which 
identified  overpayments  or  other  program  savings  of  ap- 
proximately $86M.  (Includes  one  large  scale  jeview 
which  identified  $13.5M  in  program  savings  and  one 
review  which  identified  $48. 5M  in  possiPle 
overpayments.)  Fifteen  of  the  forty-three  draft  reports 
were  finalized. 

Overpayments  or  other  program  savings  of  approx- 
imately $35M  were  identified. 

The  aPove  figures  reflect  a  total  of  179  draft  validation 
reports  produced  during  FY  80  which  identified  Medicare 
overpayments  or  other  progran*savings  of  approximately 
$1 12.2M.  Of  that  number,  55  final  validation  reports  were 
produced  which  identified  total  Medicare  overpayments 
or  other  program  savings  of  $46. 5M.  (This  figure  is  the 
amount  of  "identified"  overpayments  and  savings.  It  may 
not  be  collectible  because  of  the  death  or  retirement  of 
physicians/practioners,  bankruptcy,  dissolution  of  cor- 
porations, flight  from  prosecution,  negotiated  settlements, 
etc.) 

E.  Overpayments  and  Savings  Identified  by  the 
Management  Inefficiencies,  Fraud  and  Abuse  (MIFA) 
System 

The  Health  Care  Financing  Administration  reported  sav- 
ings from  two  major  MIFA  initiatives  to  the  Office  of 
Management  and  Budget  during  FY  80: 

1.  Overpayments  Identified:  The  Medicare  overpay- 
ments and  savings  identified  in  FY  80  under  the  MIFA  in- 
itiative totaled  $20,444,076.  This  figure  is  65  percent 
higher  than  a  projected  goal  of  approximately  $13.5M. 
The  figure  is  approximately  $2. 5m  less  that  the  total  over- 
payments shown  under  Section  A  (above)  because  the 
case  processing  workload  figures  include  Assignment 
Agreement  Violation/Contractor  Agreement  Violation 
figures,  while  MIFA  does  not. 

2.  Savings  Resulting  from  Teminations/Exclu- 
sions/Suspensions  of  Providers — Actual  Medicare 
savings  as  a  result  of  this  initiative  totaled  $2.73M  in  FY 


80,  compared  to  a  projected  savings  of  $2.56M.  This 
represents  a  nine  percent  increase  in  targeted  savings  vs. 
actual. savings. 

F.  Legislative  Proposals 

Several  significant  legislative  proposals  will  be  made  in 
FY  81 .  They  are: 

•  Civil  Money  Penalty  for  Medicare  and  Medicaid 
Fraud:  Originally  introduced  as  part  of  H.R.  4000,  the  pro- 
posal would  have  authorized  the  Secretary  to  impose  a 
civil  money  penalty  oT  up  to  $2,000  for  each  fraudulent 
claim  for  reimbursement  under  the  Medicare  and  Medi- 
caid programs;  and  to  impose,  as  damages  in  addition  to 
the  penalty,  a  fine  of  twice  the  amount  of  the  fraudulent 
portion  of  the  claim.  The  proposal  was  designed  to  pro- 
vide an  alternative  to  criminal  proceedings  where  viola- 
tions of  Federal  statutes  or  regulations  have  occurred, 
but  where  the  case  has  been  determined  unsuitable  for 
criminal  prosecution. 

NOTE:  This  provision  was  approved  by  the  House  Ways 
and  Means  Committee,  but  was  subsequently  deleted 
from  H.R.  4000  by  the  House  Interstate  and  Foreign  Com- 
merce Committee. 

•  Exclusion  of  Health  Care  Professionals  Convicted 
of  Medicare  or  Medicaid  Related  Crimes:  Originally  in- 
troduced as  part  of  H.R.  4000,  the  proposal  would 
broaden  the  authority  of  the  Secretary  to  suspend  from 
participation  in  the  Medicare  and  Medicaid  programs 
those  physicians  and  other  practitioners  convicted  of 
program-related  crimes  so  as  to  allow  the  suspension  of 
other  categories  of  health  care  professidnals,  such  as  ad- 
ministrators of  health  care  institutions.  (Note:  this  pro- 
posal was  enacted  on  December  5,  1980,  as  part  of  P.L 
96-499,  "Omnibus  Reconciliation  Act  of  1980.") 

•  Requirements  Concerning  Reporting  of  Financial 
Interest:  Introduced  as  part  of  H.R.  4000,  the  proposal 
would  amend  the  existing  statutory  requirements  relating 
to  the  reporting  of  financial  interests  as  a  condition  of  par- 
ticipation in  the  Medicare  and  Medicaid  programs,  to  pro- 
vide that  an  entity  would  be  required  to  report  only  those 
individual  interests  in  mortgages  or  other  obligations 
equal  to  at  least  $25,000  or  five  percent  of  the  entity's 
total  assets.  (Note:  •  This  proposal  was  enacted  '  on 
December  5,  1980,  as  part  of  PL.  96-499,  "Omnibus 
Reconciliation  Act  of  1980.") 

•  Withholding  of  Federal  Share  of  Medicaid 
Payments  to  Providers  to  Recover  Medicare  Overpay- 
ments:  This  proposal  (also  part  of  H.R.  4000)  would  ex- 
tend the  Secretary's  authority  under  existing  law  to 
withhold  the  Federal  share  of  Medicaid  payments  other- 
wise due  where  a  provider  has  withdrawn  or  been  ter- 
minated from  participation  in  Medicare,  to  instances 
where   (a)    the    provider    continues    to    participate    in 
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Medicare  but  at  such  a  minimal  level  as  to  preclude 
recovery  of  the  Medicare  overpayment,  and  (b)  where 
recovery  of  large  Medicare  overpayments  under  Part  B  to 
a  physician  or  other  health  professional  is  precluded 
because  the  practitioner  or  professional  is  not  partici- 
pating in  Medicare  (i.e.,  no  longer  accepts  assignment  for 
Medicare  claims).  (Note:  This  proposal  was  enacted  on 
December  5,  1980,  as  part  of  P.L.  96-499,  "Omnibus 
Reconciliation  Act  of  1980.") 

H.  BENEFICIARY  SERVICES 

The  Secretary  of  the  Department  of  Health,  Education 
and  Welfare  (currently  the  Department  of  Health  and 
Human  Services),  in  response  to  a  recommendation  by 
the  Administrator  of  the  Health  Care  Financing  Ad- 
ministration, established  the  Office  of  Beneficiary  Ser- 
vices (OBS)  in  December  1979.  The  goal  was  to:  (1) 
enhance  beneficiary  understanding  of  HCFA  programs 
(including  their  limitations),  (2)  improve  beneficiary  ser- 
vices (resulting  in  more  effective  program  administration), 
and,  in  the  long  run,  (3)  encourage  more  efficient  utiliza- 
tion of  health  care  services  by  beneficiaries.  The  primary 
objectives  of  this  new  office  are: 

•  to    assure    HCFA    responsiveness    to    Medicare 
beneficiary  needs, 

•  to  increase  and  improve  regularity  of  communication 
between  HCFA  and  beneficiary  groups, 

•  to  assist  beneficiaries  to  become  more  prudent  health 
consumers, 

•  to  coordinate  and  unify  HCFA  Central  and  Regional  Of- 
fice beneficiary-related  objectives  and  activities;  and 

•  to  assist  beneficiaries  in  understanding  their  rights  and 
responsibilities  under  current  programs. 

In  its  first  year  of  operation,  the  Office  of  Beneficiary  Ser- 
vices has  assembled  staff,  developed  long-rapge  plans, 
and  made  considerable  progress  toward  fulfillment  of 
these  objectives.  This  progress  is  demonstrated  through 
a  wide  variety  of  information  and  programmatic  initiatives 
and  ongoing  activities  and  projects. 

Medigap 

Investigations  by  the  Congress,  the  Federal  Trade  Com- 
mission and  the  General  Accounting  Office  uncovered 
abuses  in  the  merchandising  of  health  insurance  policies 
sold  to  Medicare  beneficiaries  designed  to  supplement 
Medicare  coverage.  In  order  to  stimulate  the  States  to 
take  a  more  active  approach  to  the  problem,  Congress 
passed  a  provision  (Section  507  of  P.L.  96-265)  that  estab- 
lished a  voluntary  HHS  program  for  the  certification  of 
"Medigap"  policies.  HCFA  developed  the  "Medigap" 
training  program  to  better  inform  Medicare  beneficiaries 
about  (1)  Medicare  coverage,  (2)  the  major  gaps  in 
Medicare  coverage,  (3)  the  various  types  of  private  health 


insurance  designed  to  supplement  Medicare,  and  (4) 
comparative  shopping  techniques  and  pitfalls  to  avoid 
when  purchasing  private  supplemental  health  insurance. 

To  implement  this  initiative,  the  Office  of  Beneficiary 
Services  designed,  developed  and  produced  the  64-page 
training  text  entitled  Medicare  and  Private  Health  In- 
surance, based  on  a  pamphlet  developed  jointly  with  the 
National  Association  of  Insurance  Commissioners.  This 
text,  together  with  accompanying  visual  aids  and  a 
"Medicare/Private  Insurance  Checklist"  for  comparing 
private  policies,  served  as  the  raw  material  for  a  nation- 
wide program  to  train  volunteers  and  peer  counselors. 
They,  in  turn,  would  be  supplied  with  the  same  materials 
for  "spin-off"  training  sessions  in  their  respective 
beneficiary  organizations,  counseling  centers  and  work 
sites. 

The  Office  of  Beneficiary  Services  conducted  the  initial 
Medigap  training  strategy  sessions  with  Medigap  training 
,  coordinators  from  each  HCFA  regional  office.  More  than 
100  training  sessions  were  conducted  by  the  regional  of- 
fices in  48  States,  and  approximately  5,000  attendees 
received  the  Medigap  training  nationwide. 

A  continuation  of  another  facet  of  the  Medigap  initiative 
was  the  distribution  of  over  4,000,000  copies  of  the  1980 
edition  of  A  Guide  to  Health  Insurance  for  People  with 
Medicare.  (The  information  pamphlet  was  first  produced 
in  1979  in  conjunction  with  the  National  Association  of  In- 
surance Commissioners).  Also,  in  May  1980,  the  Office  of 
Beneficiary  Services  printed  250,000  copies  of  this  pam- 
phlet in  Spanish.  Of  that  number,  60,000  copies  were  im- 
mediately distributed  to  all  SSA  district  offices  and  Ad- 
ministration on  Aging  offices  in  Puerto  Rico  and  all  ap- 
propriate HCFA  regional  offices. 

Inventory  of  Beneficiary  Services 

During  the  Spring  of  1980,  the  Office  of  Beneficiary  Ser- 
vices conducted  an  inventory  of  services  provided  to 
Medicare  and  Medicaid  beneficiaries.  Information  was 
collected  at  HCFA  Central  Office  and  Regional  Offices, 
Medicaid  State  agencies,  Medicare  carriers  and  in- 
termediaries. The  purpose  of  collecting  this  information 
was  to:  (1)  identify  what  types  of  activities  are  being  con- 
ducted, (2)  assess  the  effectiveness  of  these  activities, 
and  (3)  determine  gaps  in  services  to  beneficiaries.  A  final 
report  analyzing  this  information  will  be  issued  in  FY  81. 

Improvement  in  Beneficiary  Information 
Material 

With  the  aid  of  comments  from  oeneficiary  groups  out- 
side Government,  the  Office  of  Beneficiary  Services  com- 
pleted a  survey  of  all  current  beneficiary  information  pro- 
ducts. The  survey  was  conducted  to  determine  whether, 
and  to  what  extent,  improvements  can  be  made.  Findings 
of  the  review  and  analysis  will  be  used  in  the  revision  of 
existing  material  and  the  development  of  new  products. 
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"Prudent  Health  Consumer"  Promotion  Plan 

To  encourage  beneficiaries'  informed  use  and  purchase 
of  health  services,  as  well  as  fo  facilitate  their  pursuit  of 
health  behavior,  the  Office  of  Beneficiary  Services  has  in- 
itiated planning  for  a  "Prudent  Health  Consumer"  promo- 
tion program.  Beyond  working  to  establish  beneficiaries' 
understanding  of  the  extent  and  limits  to  their  Medicare 
benefits,  this  program  will  inform  beneficiaries  of  ways  to 
promote  personal  well-being  through  their  prudent  (e.g., 
timely,  efficient,  etc.)  use  of  health  services.  In  so  doing,  it 
will  encourage  optimal  use  of  both  Government's  and 
beneficiaries'  health  care  dollars. 

This  progaram  is  being  developed  with  input  from  both 
public  and  private  sectors.  The  plan  is  to  identify  target 
audiences  within  the  Medicare  beneficiary  population, 
relevant  topics,  and  ongoing  activities  to  apply  or  adapt  to 
HCFA's  purposes,  as  well  as  to  design  effective  vehicles 
for  communicating  "Prudent  Health  Consumer"  informa- 
tion to  Medicare  beneficiaries. 

Northwestern  University 

Ongoing  work  by  Northwestern  University,  Center  for 
Health  Services  and  Policy  Research  (CHSPR),  will  con- 
tribute to  OBS'  information  activities.  Funded  by  a  HCFA 
grant,  CHSPR  is  currently  developing  a  method  to  test 
whether  written  materials  are  attention-producing,  com- 
prehensible and  retained  on  a  long-term  basis  by  Medi- 
care beneficiaries.  In  addition,  CHSPR  will  conduct  a 
marketing  analysis  of  both  the  Medicare  and  Medicaid 
populations.  Once  completed,  this  analysis  will  be  used  to 
improve  understanding  of  beneficiaries'  use  of  health  ser- 
vices, and  to  identify  new  ways  for  HCFA  to  communicate 
with  its  beneficiaries.  Optimal  use  of  this  marketing  data, 
with  respect  to  selecting  effective  media  and  messages, 
will  also  be  described.  The  CHSPR  project  is  expected  to 
be  completed  by  September  30,  1981 

Beneficiary  Services  Awards 

The  Office  of  Beneficiary  Services  established  separate 
beneficiary  service  awards  for  HCFA  employees,  volun- 
teers in  the  private  sector,  and  employees  of  contractors, 
State  agencies  and  other  entities  providing  service  to 
HCFA  beneficiaries.  The  purpose  of  the  beneficiary  ser- 
vice awards  is  to  provide  special  recognition  to  indivi- 
duals or  groups  for  either  outstanding  performance  in  ser- 
vice to  beneficiaries  or  for  a  major  contribution  in  the  area 
of  beneficiary  services.  The  award  serves  to  provide  an 
incentive  to  develop  innovative  ideas,  resources,  and  pro- 
grams in  assisting  beneficiaries.  Examples  of  the  type  of 
achievement  that  would  merit  the  award  are:  develop- 
ment of  an  innovative  educational  assistance  program, 
the  original  development  and  implementation  of  a  new 
administrative  initiative  that  improves  services  to  benefi- 
ciaries, or,  consistent  performance  in  service  to  individual 
beneficiaries.  In  FY  80,  HCFA  issued  five  awards  to  its 
employees  and  eleven  awards  to  non-HCFA  employees. 


RSVP 

The  Retired  Senior  Volunteer  Program  coordinated  by  the 
Office  of  Beneficiary  Services  is  a  peer  counseling  pro- 
gram designed  to  assist  the  elderly  with  Medicare  prob- 
lems (e.g.,  filing  claims,  requesting  a  review  or  hearing). 
Nine  of  the  ten  HCFA  regional  offices  are  participating 
with  20  to  25  volunteers  per  region.  HCFA  provides  reim- 
bursement for  each  volunteer's  lunch  and  transportation 
as  well  as  training.  The  volunteers  perform  their  services 
in  hospitals,  nutritional  cites  and  community  centers.  Ma- 
jor expansion  of  this  approach  is  planned  FY  81  and  FY 
82. 

Directory  for  Medicare  Beneficiaries 

Where  to  Get  Answers  at  HCFA  is  the  title  of  a  unique 
directory  designed  for  use  by  SSA  district  offices,  State 
agencies,  and  beneficiary  representatives.  It  contains  an 
alphabetical  listing  of  Medicare  topics  or  issues  and  pro- 
vides the  address  and  telephone  number  of  the  HCFA 
Central  Office  component  best  able  to  supply  information 
on  the  listed  subject.  This  directory  will  be  distributed  na- 
tionally in  FY  81. 

Beneficiary  Casework 

The  Office  of  Beneficiary  Services  continues  to  function 
as  a  central  office  Ombudsman  for  special  beneficiary  in- 
quiries and  problem  cases.  Most  referrals  are  from  the 
Office  of  the  Administrator,  the  Office  of  the  Secretary, 
the  White  House  and  Congress.  The  Medicare  inquiries 
involve  all  areas  of  the  program,  but  most  relate  to:  (1) 
services  not  covered  by  Medicare,  (2)  Part  B  reimburse- 
ment (approved  changes),  and  (3)  delayed  claims  or  con- 
tractor performance.  OBS  also  has  undertaken  an  evalua- 
tion of  now  well  HCFA  components  handle  inquiries  from 
the  public,  and  the  types  of  complaints  most  frequently 
received. 

Liaison  With  Beneficiary  Organizations 

The  Office  of  Beneficiary  Services  continues  to  improve 
communications  with  beneficiary  organizations  (e.g.,  the 
National  council  of  Senior  Citizens,  American  Association 
of  Retired  Persons).  Their  participation  is  encouraged  in 
the  development  of  program  policy  and  procedures. 
Medicare  information  materials  were  mailed  to  over  200 
national  and  regional  beneficiary  groups,  and  OBS  repre- 
sentatives of  major  beneficiary  associations  to  have  an 
opportunity  to  confer  with  HCFA  senior  staff  on  program 
issues  likely  to  affect  their  constituencies. 


33 


34 


CHAPTER  III. 

REPORT  ON  EXPERIMENTS  AND 

DEMONSTRATION  PROJECTS 


Within  the  Health  Care  Financing  Administration,  the  Of- 
fice of  Research  Demonstrations  and  Statistics  (ORDS) 
directs  over  200  intramural  and  extramural  projects  that 
study,  demonstrate  or  evaluate  reimbursement,  cover- 
age, eligibility  and  management  alternatives  to  the  pre- 
sent structure  of  the  Medicare  Program.  ORDS  also 
measures  and  evaluates  the  impact  of  present  programs 
on  (1)  beneficiary  use  of  program  benefits  and  access  to 
services,  and  (2)  on  provider  charges  and  program  reim- 
bursements for  the  use  of  these  benefits.  In  addition, 
ORDS  monitors  overall  national  health  care  expenditures 
and  prices,  and  provides  actuarial  projections  of  the 
future  costs  of  current  HCFA  programs.  It  also  evaluates 
the  impact  of  possible  legislative  or  administrative 
changes  in  the  programs. 

The  Health  Care  Financing  Administration  continued 
its  active  research,  demonstration  and  evaluation  pro- 
gram in  FY  80,  approving  over  fifty  new  projects.  Ac- 
tivities in  major  areas  are  described  below.  Following  that 
discussion  is  a  section  devoted  to  database  and  statis- 
tical activities.  That  section  is  followed  by  a  description  of 
HCFA's  publications  program. 

Research,  Demonstrations  and  Evaluations 

Research  and  experimentation  in  support  of  the  Medicare 
program  is  authorized  in  the  Social  Security  Act  and 
Amendments  to  the  Act  of  1967  and  1972,  and  under  the 
National  Health  Planning  and  Resources  Development 
Act  of  1 974  HCFA  studies  and  develops  ways  to  promote 
efficiency  and  quality  within  Medicare  and  other  HCFA 
programs.  It  assesses  the  impact  of  HCFA  programs  on 
health  care  costs,  program  expenditures,  beneficiary  ac- 
cess to  services,  health  care  providers,  and  the  health 
care  industry.  Research  and  demonstrations  conducted 
by  ORDS  test  and  evaluate  alternatives  to  present  reim- 
bursement, coverage,  eligibility  and  management  policies 
of  the  Medicare  program. 

In  FY  80,  HCFA  conducted  research,  demonstration 
and  evaluation  projects  in  the  following  nine  program 
areas: 

•  Beneficiary  Impact  and  Awareness 

•  Health  Systems  Organization 

•  Hospital  Costs 

•  Industrial  Organization  and  Reimbursement 

•  Integrated  Data  Management  Systems 

•  Long  Term  Care 

•  Physician  Reimbursement 

•  Program  Evaluation 

•  Quality  and  Effectiveness 

Although  projects  are  conducted  on  all  HCFA  programs 
under  these  nine  areas,  only  those  related  to  Medicare 
are  described  in  this  report.  Additional  information  on 
HCFA  research  and  demonstration  projects  can  be  ob- 
tained from  the  HCFA  publication  Research  and  Demon- 
strations in  Health  Care  Financing  1978-1979. 


1.  Beneficiary  impact  and  Awareness 

The  Health  Care  Financing  Administration's  Medicare 
and  Medicaid  programs  seek  to  provide  protection  by  re-, 
imbursement  of  health  care  services  for  over  40  million 
Americans  who  are  aged,  poor  or  disabled.  ORDS  main- 
tains a  series  of  program  statistics  and  conducts  or  spon- 
sors a  variety  of  research  studies,  experiments  and 
assessments  in  order  to  better  measure  and  understand 
the  impact  of  these  programs  upon  beneficiary  access 
and  utilization  of  health  services. 

ORDS  staff  studied  Factors  Affecting  Differences  in 
Medicare  Reimbursement  for  Physician  Services.  For  ex- 
ample, although  the  national  average  reimbursement  per 
enrollee  in  1975  was  $131,  Kentucky  enrollee's  reimbur- 
sement averaged  only  $65,  while  California  enrollees' 
reimbursements  were  nearly  three  times  greater  ($197). 
In  1978,  64.3  percent  of  California  enrollees  met  the 
Medicare  Part  B  deductible,  while  only  44.5  percent  of 
Kentucky  enrollees  did  so.  In  1975,  Nevada  was  found  to 
have  the  highest  allowed  charge  per  physicians  service 
($21.55)  and  Mississippi  ($9.10)  the  lowest.  The  national 
programwide  average  was  $15.34.  In  terms  of  reimbur- 
sed services  per  enrollee,  Arkansas  was  high  with  15.7 
while  Montana  was  low  with  7.5  per  enrollee.  The  full  text 
of  this  study  was  published  in  the  Spring  1980  Health 
Care  Financing  Review  article. 

This  same  study  revealed  that  Medicare  reimburse- 
ment per  white  enrollee  averaged  $135,  while  all  other 
races  averaged  $98.  This  disparity  was  largest  in  terms  of 
the  percent  of  persons  meeting  the  deductible  (51  per- 
cent of  whites  vs.  43  percent  for  other  races)  and  the 
numbers  of  reimbursed  services  per  enrollee  (12.3  for 
whites,  9.9  for  other  races).  Reimbursed  services  per 
enrollee  who  met  the  deductible  were  similar  (24.2  vs. 
23.2),  and  allowed  charges  per  reimbursed  service  were 
lower  for  other  races  ($14.07)than  for  whites  ($15.34). 
Ferry  et  al  in  their  Winter  1980  Health  Care  Financing 
Review  article  "Physician  Charges  Under  Medicare: 
Assignment  Rates  and  Beneficiary  Liability"  showed  that 
other  races  experienced  a  much  higher  assignment  rate 
(78.4  percent  of  services)  than  whites  (43.3  percent)  and 
averaged  less  out-of-pocket  liability  in  1975  ($53.09  for 
other  races  vs.  $82.52  for  whites.) 

Studies  of  the  Medicaid  program  also  revealed  sub- 
stantial variation  in  access.  Mitchell  and  Cromwell  pub- 
lished the  results  of  their  ORDS  funded  study  in  the  Sum- 
mer 1980  Health  Care  Financing  Review.  They  found  that 
31.8  percent  of  the  Medicaid  population  was  being 
treated  by  5Vi  percent  of  the  physician  practices.  Thirty 
percent  of  the  practices  had  less  than  one  percent  of  their 
patients  who  were  Medicaid  eligibles.  Earlier  these 
researchers  reported  that  physicians  would  increase 
Medicaid  participation  by  seven  percent  if  relative  Medi- 
caid prices  were  raised  by  ten  percent,  and  that  reducing 
payment  delays  and  red  tape  would  also  improve  assign- 
ment somewhat.  Medicaid  access  is  greater  to  general 
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practitioners  than  to  specialists  and  is  also  greater  for 
foreign  Medical  Graduates'  services. 

ORDS  has  also  studied  hospital  utilization  of  Medicare 
beneficiaries.  These  studies  have  been  provided  to  Pro- 
fessional Service  Review  Organizations  and  to  State  and 
local  Health  Systems  Agencies  to  enable  them  to  deter- 
mine locality  needs  and  excesses.  In  preparing  these 
studies,  consideration  was  provided  to  the  flow  of  patients 
into  and  out  of  the  study  localities,  as  well  as  to  the  resi- 
dent populations. 


Statistical  reports  were  issued  on  End  Stage  Renal 
Disease  program  beneficiaries  and  their  expenditures, 
and  on  the  use  of  hospital  outpatient  department  ser- 
vices, and  on  the  use  and  cost  of  prescription  drugs 
under  Medicaid.  A  Rand  Corporation  report  was  issued  in 
September  1980  on  "Implementing  the  ESRD  Program  of 
Medicare"  in  which  the  author,  Richard  Rettig,  recom- 
mended consideration  for  changing  the  network  ap- 
proach and  other  apparent  policy  objectives  of  the  pro- 
gram. 

ORDS  is  also  examining  the  geographic  area  varia- 
tions in  sub-State  areas  and  the  consequences  of  the 
evolving  changes  in  the  aged  population.  Other  studies 
are  addressing  consumer  understanding  of  their  health 
insurance  coverages.  In  addition,  we  are  experimenting 
with  ways  to  increase  Medicare  beneficiary  awareness 
and  to  promote  preventive  and  self-care  for  the  elderly. 

2.  Health  Systems  Organization 

Projects  within  this  program  area  seek  to  improve  the 
access  of  Medicare  beneficiaries  to  health  services  and, 
at  the  same  time,  provide  incentives  to  reduce  the  total 
cost  of  health  care.  Some  studies  explore  alternative  ap- 
proaches to  the  organization  and  delivery  of  health  care. 
Others  modify  payment  methods  for  current  health  care 
institutions  and  practitioners. 

In  FY  80,  HCFA  supported  a  series  of  demonstrations 
in  alternative  organizational  models.  Demonstrations  with 
health  maintenance  organizations  (HMOs)  are  designed 
to  promote  competition  within  the  health  care 
marketplace  by  providing  incentives  for  increased  enroll- 
ment of  Medicare  beneficiaries  and  to  reduce  Medicare 
benefit  costs  by  instituting  alternative  reimbursement 
methods.  Due  to  their  potential  for  cost  savings,  HMOs 
can  often  offer  extra  benefits  or  reduced  cost-saving  to 
beneficiaries  and  yet  contract  with  Medicare  at  the  reim- 
bursement rate  lower  than  the  average  fee-for-service 
cost.  Preliminary  findings  from  the  demonstration  are:  (1) 
Medicare  beneficiaries  will  enroll  in  HMOs  if  benefit 
packages  are  attractive.  Over  15,600  Medicare 
beneficiaries  have  enrolled  at  only  three  sites;  (2)  HMOs 
will  contract  with  HCFA  to  enroll  Medicare  beneficiaries  if 
(a)  current  reimbursement  policies  are  modified  to  permit 
risk  reimbursement  without  requiring  the  preparation  of 


the  Medicare  cost  report,  and  (b)  flexibility  is  granted  so 
that  current  reporting  requirements  are  changed. 

In  the  area  of  ambulatory  care,  HCFA  and  the  Robert 
Wood  Johnson  Foundation  supported  demonstrations  to 
determine  whether  primary  clinics  affiliated  with 
municipal  outpatient  departments  could  improve  access 
to  care  and  contain  costs  in  urban  areas.  Eleven  clinics 
are  currently  providing  services  in  this  demonstration.  All 
these  clinics  were  also  providing  radiology  and  pharmacy 
services.  In  the  aggregate,  ancillary  changes  nave  been 
the  highest  for  pharmacy,  followed  by  dentists,  laboratory 
and  dentures,  respectively.  It  is  hypothesized  that  the  im 
proved  access  to  primary  care  clinics  will  result  in  a 
decrease  in  the  total  cost  and  utilization  of  inpatient  and 
emergency  room  services  and,  therefore,  result  in  a  net 
savings  to  the  Medicare  program.  Other  health  systems 
projects  in  1980  included  demonstrations  of  extended 
Medicare  mental  health  benefits,  expanded  utilization  of 
ambulatory  facilities,  educational  programs  designed  to 
inform  beneficiaries  of  available  modes  of  care,  and  ex- 
tended coverage  to  home  health  aides  and  family  helpers 
for  end-stage  renal  disease  patients. 

3.  Hospital  Costs 

Total  spending  for  hospital  care  rose  from  $27.8  billion  in 
calendar  1970  to  $85.3  billion  in  1979;  a  13.3  percent 
average  annual  rate  of  increase  (Health  Care  Financing 
Review,  Summer  1980)  Of  these  amounts, 


•  Medicare  spent  $5.0  billion  in  1970,  accounting  for 
17.9  percent  of  total  hospital  expenditures.  This  increased 
to  $21 .7  billion  in  calendar  year  1 979,  accounting  for  25.4 
percent  of  total  hospital  spending. 

•  Medicaid  (State  and  Federal)  spent  $2.2  billion  in  1970, 
accounting  for  8.0  percent  of  all  hospital  spending.  This 
increased  to  $8.0  billion  in  1979,  accounting  for  9.4  per- 
cent of  all  hospital  spending. 

Together,  Medicare  and  Medicaid  accounted  for  35 
percent  of  all  spending  for  hospital  care  in  1979. 

Price  inflation  contributes  most  to  the  increase  in 
hospital  care  expenditures.  From  1969  to  1979,  the 
relative  contribution  of  the  different  causes  for  these  in- 
creasing expenditures  were  identified  {Health  Care  Fi- 
nancing Review,  Winter  1980)  as  follows: 

Overall  price  inflation — 49  percent. 

Hospital  input  prices  in  excess  of  overall  price  infla- 
tion— 10  percent. 

Increases  in  population — 6  percent. 
Increases  in  admissions  per  capita — 13  percent. 

Increases  in  net  service  intensity  per  hospital  ad- 
mission— 22  percent. 
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ORDS  conducts  an  extensive  research  and  demonstra- 
tion program  designed  to  contain  hospital  costs  at  the 
lowest  level  while  continuing  to  encourage  hospitals  to 
provide  quality  care.  Using  the  patient  classification 
system  developed  by  Yale  University  under  HCFA  direc- 
tion, and  the  billing  and  hospital  cost  data  generated  by 
the  Medicare  reimbursement  system,  in  1980  ORDS 
developed  a  Medicare  case  mix  index  and  is  able  to  iden- 
tify more  precisely  the  cost  differences  among  hospitals 
due  to  differences  in  patient  mix.  (See  "New  Users  for 
Old  Data:  Medicare  Hospital  Case  Mix  Index,"  in  the  Pro- 
ceedings of  the  Public  Health  Conference  on  Records 
and  Statistics,  August  4,  1980.  Washington,  D.C.:  Public 
Health  Service,  National  Center  for  Health  Statistics.)  This 
measure  of  hospital  Medicare  case  mix  gives  HCFA  the 
capability  for  setting  prospective  hospital  cost  limits  on  a 
total  operating  cost-per-case  basis.  The  work  on  the 
development  of  Medicare  case  mix  index  also  has  al- 
lowed estimation  of  the  indirect  cost  effects  of  medical 
education  on  routine  costs  per  day.  This  variable  has 
been  incorporated  in  the  Section  223  routine  cost  limits 
for  hospitals.  In  addition,  the  methodology  for  adjusting 
routine  cost  limits  for  area  variation  in  wage  rates  was 
refined  in  part  of  this  work. 

In  New  Jersey,  direct  application  of  the  patient 
classification  and  reimbursement  methodology 
developed  under  ORDS  guidance  has  resulted  in  a  widely 
discussed  demonstration  of  the  effects  of  case  mix  reim- 
bursement on  26  hospitals  in  1980.  In  1981,  66  New 
Jersey  hospitals  will  be  under  case  mix  reimbursement. 
That  number  will  increase  to  109  hospitals  in  1982.  This 
New  Jersey  approach  is  expected  to  intensify  competi- 
tion among  hospitals  and  health  insurers  at  the  same  time 
it  encourages  more  efficient  delivery  of  service. 

ORDS  has  supported  demonstrations  of  State  and 
regional  programs  to  set  hospital  rates  or  to  approve 
hospital  budgets  in  many  areas.  In  the  States  of  Maryland 
and  Washington,  as  well  as  in  New  Jersey,  HCFA  has 
waived  Medicare  and  Medicaid  reimbursement  principles 
in  order  to  understand  further  the  impact  of  State  rate  set- 
ting programs.  Four  other  programs  funded  by  HCFA 
(Connecticut,  Massachusetts,  New  York  and  Rhode 
Island)  worked  to  develop  rate  setting  methods  for  future 
experiments.  Also,  Medicare  and  Medicaid  reimburse- 
ment principles  have  been  waived  in  the  Rochester  area 
of  New  York  to  allow  testing  of  a  voluntary  program  com- 
bining planning  and  reimbursement. 

While  ORDS  analysis  of  American  Hospital  Association 
data  indicates  that  the  expense  per  adjusted  admission 
for  U.S.  Community  Hospitals  increased  at  an  annualized 
rate  of  1 1 .8  percent  from  1974  to  1979,  rates  of  increase 
in  HCFA  demonstration  States  were  generally  lower: 

•  Connecticut 

•  Maryland 


•  New  Jersey 

•  New  York 

•  Rhode  Island 

•  Washington 


10.2  percent 
8.0  percent 
8.8  percent 

11.5  percent 


Massachusetts 


9.6  percent 

10.1  percent 

9.8  percent 


A  comprehensive  U.S.  General  Accounting  Office  (GAO) 
study  also  reported  to  the  Congress  in  1980  that  such 
State  programs  have  been  successful  in  containing 
hospital  cost  increases  and  should  be  encouraged.  GAO 
recommended  that  Congress  amend  the  Social  Security 
Act  to  permit  the  full  participation  of  Medicare  in  existing 
prospective  rate  setting  programs. 

Under  contract,  HCFA  undertook  a  comprehensive 
evaluation  of  nine  State  and  regional  rate  setting  pro- 
grams, including  initiatives  without  Federal  funding.  This 
evaluation  will  trace  the  costs  and  savings  of  each  pro- 
gram as  well  as  their  effects  on  the  composition  and 
availability  of  hospital  services,  the  financial  stability  of 
hospitals,  the  quality  of  care,  and  the  substitution  of 
medical  services  rendered  outside  hospitals.  Initial 
reports  have  been  published,  including  case  studies  and 
a  comparative  analysis  focused  on  the  hospital  rate  set- 
ting programs.  Preliminary  quantitative  analysis  illustrates 
that  most  mandatory  hospital  rate  setting  programs  have 
effectively  lowered  the  annual  rate  of  increase  in  cost  per 
admission  by  two  to  four  percentage  points.  (For  details 
see  "A  Comparative  Review  of  Nine  Prospective  Rate 
Setting  Programs,"  in  HCFA  Grant  and  Contracts  Reports 
August  1980,  and  Cohlen  and  Sullivan,  "An  Analysis  of 
the  Effects  of  Prospective  Reimbursement  Programs  on 
Hospital  Expenditures,"  forthcoming  in  the  Health  Care 
Financing  Review.) 


4.  Industrial  Organization 

HCFA  supported  continuing  research  in  FY  80  into  the  ef- 
fects of  Medicare  and  Medicaid  reimbursement  policies 
on  various  health  industries,  including  durable  medical 
equipment,  clinical  laboratories,  health  insurance,  the 
long-term  care  industry,  end-stage  renal  disease,  and 
hospital  purchasing  practices.  These  studies  are  con- 
sidering the  market  structure,  conduct  and  performance 
of  each  industry  in  order  to  ascertain  the  extent  to  which 
they  adhere  to,  or  deviate  from,  the  competitive  norm. 
Policy  prescriptions  for  the  rectification  of  any  deviations 
which  work  to  the  detriment  of  (1)  efficient  exchange,  (2) 
ease  of  access,  and  (3)  consumer  satisfaction  are 
presented  in  these  studies.  One  such  project  is  in- 
vestigating the  effects  of  coverage  by  Medicare  and  other 
insurers  on  the  price,  frequency,  and  location  of  labora- 
tory tests.  ORDS  grants  also  are  supporting  studies  of 
hospital  purchasing  practices  and  alternative  Medicare 
reimbursement  for  durable  medical  equipment.  These 
studies  are  aimed  at  finding  ways  of  introducing  more 
competition  within  these  areas  in  order  to  lower  costs  for 
both  the  public  sector  and  private  payors. 
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During  FY  80,  ORDS'  intramural  research  in  this  area 
concentrated  upon  the  effects  of  regulation  on  the  private 
health  insurance  market.  Beginning  in  the  middle  of  FY 
80  and  continuing  through  FY  81,  ORDS'  intramural 
research  is  also  pursuing  research  on  the  industrial 
organization  of  the  long-term  care  market  and  various 
other  aspects  of  long-term  care.  This  study  should  be 
ready  for  distribution  in  1981.  Preliminary  findings  in- 
dicate that  aggregate  long-term  care  needs  and  costs  will 
continue  to  grow  due  to  demographic  changes  and 
trends  already  manifest  in  society.  Present  financial  in- 
centives make  the  nursing  home  the  primary  locus  of  pro- 
vision for  publicly  financed  programs.  However,  the 
evidence  is  not  convincing  that  alternative  modes  of  long- 
term  care  are  less  costly  to  the  public  sector.  There  is  no 
reason  to  believe  that  there  are  easy  solutions  to  the 
sometimes  mutually  conflicting  public  policy  goals  of  cost 
containment,  access  and  quality,  although  this  study  will 
suggest  alternative  reimbursement  mechanisms  for  a 
more  efficient  achievement  of  these  public  policy  goals. 
The  cost  emphasis  in  these  reimbursement  mechanisms 
will  be  centered  on  unit  costs. 

ORDS  has  also  funded  two  studies  on  the  incentives 
facing  providers  and  recipients  in  the  End-State  Renal 
Disease  program.  Preliminary  evidence  indicates  that 
present  provider  and  recipient  incentives  could  be 
modified  to  make  the  program  more  efficient. 

5.  Integrated  Data  Management  Systems 

HCFA's  ORDS  supports  the  development  and  testing  of 
uniform  systems  to  collect  and  process  data  on  billing, 
discharges,  use  of  services,  and  costs  from  hospitals  and 
other  institutions  participating  in  Medicare  and  Medicaid. 
As  part  of  this  responsibility,  ORDS  co-chairs  the  Depart- 
mental Health  Data  Advisory  Committee  that  advises  the 
Secretary  on  DHSS  data  policies.  Uniform  data  systems 
will  improve  the  Federal  program  capacity  to  reimburse 
for  services  in  a  manner  that  encourages  efficient 
delivery  at  the  same  time  it  improves  their  capacity  to 
detect  fraud,  abuse,  and  error.  Further,  these  systems  will 
help  eliminate  paper  transactions  with  automated  pro- 
cess, and  improve  dissemination  of  data  of  multiple 
Federal,  State  and  local  users. 

Experimental  efforts  are  currently  underway  to 
automate  the  receipt  of  data  from  the  existing  cost 
reports  for  hospitals.  This  will  test  the  capacity  to 
establish  a  data  base  to  improve  trend  and  performance 
analysis  to  effect  reimbursement  reform  and  improved 
program  management.  HCFA  also  continued  the 
development  of  a  system  that  would  combine  uniform 
reporting  and  Medicare  cost  reports  for  home  health 
agencies. 
>  In  FY  80,  HCFA  expanded  its  efforts  to  develop  model 
integrated  data  systems  to  collect,  process  and  merge 
uniform  discharge,  billing  and  cost  data  from  hospitals.  In 
addition  to  an  on-going  experiment  in  New  York  State, 


ORDS  entered  into  demonstration  grants  with  South 
Carolina,  Minnesota.  Vermon,  Missouri,  Maine,  Dart- 
mouth University,  the  American  Health  Planning  Associa- 
tion and  the  Group  Health  Association  of  America.  A 
cross-cutting  evaluation  of  integrated  data  systems  was 
initiated  in  FY  80. 

HCFA  expects  integrated  data  systems  to  demonstrate 
improved  approaches  (1)  to  minimize  reporting  burden 
especially  related  to  bill  and  discharge  information,  (2)  to 
improve  timeliness  and  quality  of  information  to  multiple 
users,  i.e.,  PSROs,  health  planning  agencies,  third  party 
payors  and  State  agencies;  (3)  to  reduce  the  cost 
associated  with  multiple  processing  of  identical  informa- 
tion, and  (4)  to  improve  data  standards  such  as  data 
definition  and  codes  across  the  industry. 


HCFA  has  been  working  with  the  industry  to  develop  a 
billing  form  to  be  used  by  providers  to  bill  all  third  party 
payors.  ORDS  recently  completed  an  evaluation  of  a 
uniform  bill  (UB-16-78)  currently  being  used  in  five  States 
and  New  York  s  UBF-1.  The  evaluation  report  recom- 
mends adoption  of  a  uniform  bill  for  hospitals  for 
Medicare  and  Medicaid.  HCFA  shares  industry  belief  that 
uniform  billing  will  be  more  cost  effective  than  existing  bill 
practices.  HCFA  is  working  with  industry  to  develop  final 
billing  specifications  using  the  results  of  the  evaluation. 
We  expect  that  uniform  billing  will  minimize  burden  to 
hospitals  participating  in  Medicare  and  Medicaid. 

6.  Long  Term  Care 

HCFA  supports  research  and  demonstrations  in  long 
term  care  for  the  growing  numbers  of  the  elderly,  the 
disabled  and  the  chronically  ill.  In  FY  80,  this  program 
area  encompassed  studies  of  the  populations  in  need  of 
care,  the  factors  affecting  choice  on  different  kinds  of 
care,  the  effects  of  changes  in  public  funding  of  services 
outside  institutions,  the  economics  of  the  long  term  care 
industry,  and  methods  to  reimburse  nursing  homes  pro- 
spectively. HCFA  also  funded  demonstrations  of  com- 
munity systems  that  provide  elderly  clients  with  obtaining 
services,  and  monitoring  of  the  appropriateness  of  ser- 
vicer. 

In  FY  79,  HCFA  selected  26  sites  to  conduct  a 
demonstration  to  cover  hospice  services  to  the  terminally 
ill.  The  hospice  demonstration  sites  were  implemented  in 
FY  80.  The  evaluation  of  this  demonstration  will  compare 
the  kinds  and  costs  of  services  available  to  the  terminally 
ill  through  hospices  and  in  conventional  settings  already 
reimbursed  by  Medicare.  Medicare  and  Medicaid  waivers 
have  been  approved  for  reimbursement  of  hospice  ser- 
vices. Another  current  demonstration  that  affects  long 
term  care  coverage  under  Medicare  waives  the  require- 
ment for  hospitalization  prior  to  admission  to  a  skilled  nur- 
sing facility. 
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In  FY  80,  the  Department  of  Health  and  Human  Ser- 
vices selected  12  States  to  conduct  Channeling 
demonstrations  under  the  National  Long  Term  Care 
Demonstration  Program.  The  Channeling  Demonstration 
Program  is  an  intradepartmental  effort  which  includes  the 
close  cooperation  of  HCFA,  the  Administration  on  Aging 
(AoA),  the  Public  Health  Service,  and  the  Office  of  the 
Assistant  Secretary  for  Planning  and  Evaluation  (ASPE) 
which  has  been  designated  the  lead  agency  in  the  effort. 
This  program  includes  the  following  components: 

— Channeling  Demonstrations 

Conducted  by  12  States  to  test  the  effect  of  comprehen- 
sive assessment  and  case  management  on  reducing  nur- 
sing home  and  other  institutional  placement,  controlling 
long  term  care  costs  and  improving  client  outcomes. 
These  demonstrations  will  be  conducted  without  altering 
existing  reimbursement  systems  and  program  re- 
quirements for  Medicaid,  Medicare,  Title  XX  or  other  pro- 
grams. 

— Evaluation  and  Technical  Assistance 

Each  demonstration  will  collect  uniform  data  on  client 
characteristics,  outcomes  and  costs  for  use  in  HHS'  na- 
tional evaluation  of  the  program  In  addition,  an  evaluation 
of  15  previously-established  prototypes  was  funded  in  FY 
80.  A  Technical  Assistance  contract  has  been  let  to  pro- 
vide support  to  the  12  demonstration  projects  in  develop- 
ing uniform  assessment  and  data  collection  procedures. 

— State  System  Development  Grants 

Fifteen  States  received  one  year  System  Development 
Grants  intended  to  help  States  build  their  capacity  to  plan, 
coordinate  and  manage  the  allocation  of  long  term  care 
resources.  The  systems  development  program  parallels 
Task  I  of  the  12  State  Channeling  Demonstration  Con- 
tracts. The  State  will  analyze  barriers  which  restrict  the 
establishment  of  an  effective  statewide  long  term  care 
system  and  submit  the  plan  to  HHS  with  recommenda- 
tions for  legislative  and  administrative  changes  needed  at 
all  levels  of  Government. 


—HHS  Statistical  Plan 

Over  FY  80  and  81,  the  Department  will  collect  data  sets 
that  will  guide  further  efforts  at  building  a  national  long 
term  care  data  base.  In  FY  80,  ORDS,  in  conjunction  with 
the  Departmental  long-term  care  data  initiative,  par- 
ticipated in  the  award  of  a  contract  to  develop 
methodologies  for  two  surveys:  (1)  survey  of  individuals  in 
households,  and  (2)  survey  of  individuals  in  institutions. 
This  data  will  be  useful  in  the  development  of  Federal, 
State  and  local  policies  regarding  the  reimbursement  and 
supply  of  LTC  services. 


Research  topics  for  FY  80  included  studies  of  the  cost, 
quality  and  case  mix  of  institutional  long  term  care,  the  ef- 
fects of  nursing  home  reimbursement  policy  on  nursing 
home  cost  inflation,  a  comparison  of  hospital-based  and 
freestanding  skilled  nursing  facilities  and  home  health 
agencies,  the  problems  of  Medicare  and  Medicaid  pa- 
tients' access  to  nursing  home  beds,  the  role  of  families 
in  the  provision  of  informal  long  term  care  services  and 
the  utilization  of  home  health  services. 

7.  Physician  Reimbursement 

HCFA  regularly  analyzes  and  publishes  information  on  ex- 
penditures and  reimbursements  for  physician  services  by 
source  of  financing.  The  Health  Care  Financing  Review, 
Summary  1980,  reported  that  total  spending  for  physi- 
cians' services  rose  from  $14.3  billion  in  Calendar  Year 
1970  to  $40.6  billion  in  1979,  a  12.3  percent  average  an- 
nual rate  of  increase.  Of  these  amounts: 

•  Medicare  spent  $1 .7  billion  in  calendar  year  1 970  (1 2.0 
percent  of  total  physician  expenditures)  and  $6.4  billion  in 
1979  (15.8  percent  of  total  physician  expenditures). 

•  Medicaid  spending  for  physicians'  services  increased 
from  $0.7  billion  in  calendar  year  1970  (4.8  percent  of 
total  spending  for  physician  care)  to  $2.2  billion  in  1979 
(5.5  percent  of  spending  for  such  care). 

Together,  Medicare  and  Medicaid  provided  more  than 
one-fifth  of  all  spending  for  physicians'  services  in  1979. 

The  Health  Care  Financing  Review,  Winter  1980  reports 
that  price  inflation  contributes  most  to  increasing  total 
physician  expenditures.  From  1969  to  1979,  the  relative 
contribution  of  the  different  causes  for  these  increases 
were  identified: 

•  Overall  price  inflation — 56  percent, 

•  Physician  fees  in  excess  of  general  price  inflation — 10 
percent, 

•  Increases  in  population — 7  percent, 

•  Physician  visits  per  capita — 11  percent, 

•  Net  service  intensity  per  physician  visit — 15  percent. 

HCFA's  physician  reimbursement  studies  and  ex- 
periments contribute  significantly  to  the  continuing 
review,  assessment  and  modification  of  Federal  reim- 
bursement policies. 

Since  physician  acceptance  of  assignment  under 
Medicare  and  participation  in  Medicaid  is  important  to 
meeting  stated  program  objectives,  research  studies 
have  focused  upon  this  issue.  The  Winter  1980  Health 
Care  Financing  Review  reported  that  in  1975,  45.8  per- 
cent of  services  and  47.2  percent  of  reimbursement  for 
care  of  the  elderly  were  on  a  Medicare  assignment  basis. 
But  State-to-State  variations  were  wide,  ranging  from 
under  20  percent  (Oregon)  to  over  80  percent  (Rhode 
Island).    Assignment    rates    also   varied    by   physician 
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specialty  with  highest  (50  percent  or  more)  for  general 
surgery,  anesthesiology,  pathology,  radiology  and 
podiatry,  and  lowest  (under  40  percent)  for 
ophthalmology,  ENT  specialists  and  chiropractors.  Na- 
tionally, the  average  charge  per  assigned  service  was  13 
percent  higher  than  for  non-assigned  services.  All  studied 
specialties  except  radiology  and  pathology  showed  a 
tendency  to  more  frequently  accept  assignment  on  larger 
bills. 

Several  ORDS  contractors  have  been  examining 
Medicare  assignment  and  participation  as  they  relate  to 
the  level  of  reimbursement,  physician  characteristics  and 
costs.  The  studies  suggest  that  it  is  most  common  for 
physicians  to  accept  assignment  for  some  services  while 
not  accepting  assignment  for  others.  A  significant  propor- 
tion of  physicians  (28  percent  by  one  estimate)  virtually 
never  accept  assignment,  while  another  meaningful  por- 
tion (estimated  to  be  19  percent)  nearly  always  accept 
assignment  requests. 

In  the  Winter  1980  Health  Care  Financing  Review  arti- 
cle "Medicare  Assignment  Rates  of  Physicians,"  the  Ur- 
ban Institute's  Lynn  Parringer  found  from  studing  Califor- 
nia physicians  that  an  increase  in  Medicare  reimburse- 
ment levels  would  most  improve  assignment  among  the 
30  percent  of  physicians  who  do  not  treat  Medicaid  pa- 
tients. Cromwell  and  Mitchell,  in  their  January  1981  Final 
Report,  "Physician  Behavior  Under  the  Medicaid  Assign- 
ment Option,"  estimated  from  a  1975  survey  of  physi- 
cians that  a  ten  percent  increase  in  the  level  of  Medicare 
reimbursements  would  yield  a  4.7  percentage  point  in- 
crease in  assignment  rates.  They  express  some  concern, 
however,  that  Medicaid  access  might  suffer  if  Medicare 
reimbursement  levels  increased.  The  research  thus  far 
has  also  pointed  out  that  a  number  of  other  factors  also 
affect  assignment  and  participation,  including  ad- 
ministrative costs  associated  with  billing  and  collection, 
and  delays  in  payment.  HCFA  is  presently  evaluating  con- 
tractor proposals  to  demonstrate  such  systems  as  health 
credit  cards  or  periodic  interim  payment  arrangements  as 
experimental  means  to  make  assignment  and/or  par- 
ticipation more  attractive  to  physicians. 

Another  important  physician  reimbursement  research 
focus  has  been  the  Medicare  Economic  Index  (or  MEI), 
established  by  the  1972  Amendments,  to  limit  the  rate  by 
which  Medicare  reimbursable  Prevailing  Charges  may  in- 
crease since  1972-73.  The  MEI  is  a  national  index  derived 
from  national  data  on  wage  changes,  changes  in  the 
prices  of  resources  used  in  medical  practices  and  pro- 
ductivity changes  that  is  issued  annually.  HCFA  spon- 
sored surveys  by  the  National  Opinion  Research  Center 
of  1975,  1976,  1977  and  1978  practice  costs  and 
characteristics  for  selected  specialties.  Several  studies  of 
the  results  of  this  survey  data  were  completed  in  1980, 
and  became  the  foundation  for  a  February  1980 
Research  Conference  whose  proceedings  are  available 


from  the  HCFA  Office  of  Research,  Demonstrations  and 
Statistics.  Among  the  significant  findings  were: 

(1)  Although  the  selected  specialities'  cost  functions  dif- 
fered somewhat  from  the  national  MEI,  little  significant 
change  in  Medicare  reimbursable  Prevailing  Charges 
would  result  if  such  adjustments  could  be  made  regularly 
for  each  specialty. 

(2)  Hospital-based  physician  (anesthesiologists, 
radiologists,  and  pathologists)  practice  costs  had  not 
risen  as  much  as  the  MEI  might  indicate. 

(3)  Physician  productivity  is  significantly  influenced  when 
the  hospital  with  which  he/she  is  affiliated  operates  com- 
plimentary resources  and  suggests  that  planning  and 
reimbursement  decisions  for  hospital  and  physician  ser- 
vices might  be  coordinated. 

(4)  Large  Medicaid  practices  are  not  Medicaid  bills. 

(5)  Physicians  now  appear  to  be  using  aids  more  effi- 
ciently. Earlier  studies  suggest  that  physicians  underuse 
such  aids. 

(6)  If  medical  students  were  to  be  charged  the  full  cost  of 
their  training,  physician  returns  to  training  costs  would  still 
exceed  those  for  virtually  any  profession. 

A  number  of  policy  recommendations  have  emanated 
from  this  conference.  They  include:  (1)  the  possibility  of 
substituting  fee  schedules  for  Medicare's  present 
customary,  prevailing  and  reasonable  charges  approach, 
(2)  making  mandatory  the  acceptance  of  Medicare  reim- 
bursements, and  (3)  other  ideas  for  alternatives  which 
merit  consideration  for  experimentation  or  policy  develop- 
ment. 


8.  Program  Evaluation 

ORDS  is  responsible  for  evaluating  the  performance  of 
selected  agency  programs.  The  basic  purpose  of  evalua- 
tion is  to  provide  policy  makers  with  objective  information 
to  support  informed  choices  among  policy  options.  The 
most  extensive  HCFA  program  evaluation  is  the  ongoing 
evaluation  of  Professional  Standards  R  •irw  Organiza- 
tions (PSRO).  The  evaluation  of  tne  program's  effec- 
tiveness in  1978  indicated  that  th  •  |  ogram  appeared  to 
have  a  positive  effect  on  the  qualit/  cf  care.  The  impact  of 
the  program  on  utilization  was  mixed.  In  iho  North  East, 
the  program  contributed  to  a  decrease  in  utilization  while 
in  the  South,  the  reverse  effect  was  found.  From  the 
overall  Federal  perspective,  however,  the  benefit-cost 
ratio  was  slightly  greater  than  one. 

The  Maximum  Allowable  Cost  (MAC)-Estimated  Ac- 
quisition Cost  (EAC)  Drug  program  was  also  evaluated. 
The  MAC  part  of  the  program  generated  savings, 
whereas,  the  EAC  part  did  not. 
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A  preliminary  evaluation  plan  for  the  End-Stage  Renal 
Disease  program  was  developed.  The  evaluation  will 
focus  on  questions  such  as:  (1)  the  difference  in  total 
costs  of  alternative  treatment  therapies,  (2)  the  factors 
contributing  to  different  costs  in  free  standing  and 
hospital-based  dialysis  facilities,  and  (3)  the  structure  of 
the  kidney  organ  donor  network.  It  will  also  investigate  the 
beneficiary  impact.  The  plan  will  formalized  in  FY  81. 


9.  Quality  and  Effectiveness 

HCFA  carries  out  a  number  of  projects  to  determine 
whether  Medicare  beneficiaries  receive  appropriate,  high 
quality  care.  During  FY  80,  HCFA  continued  to  evaluate 
experimental  Medicare  second  opinion  programs  in  New 
York  and  Michigan  along  with  HHS's  nationwide  second 
opinion  initiative.  Preliminary  findings  from  second 
surgical  opinions  programs  follow: 

•  In  the  New  York  voluntary  program,  only  two  percent 
of  the  surgical  patients  sought  second  opinions. 

•  In  the  New  York  and  Michigan  voluntary  programs, 
one-third  of  those  seeking  second  opinions  were  not  con- 
firmed for  surgery. 

•  In  the  Cornell  mandatory  program,  18.5  percent 
recommended  for  surgery  were  not  confirmed. 

•  In  the  Massachusetts  mandatory  program,  14.5  per- 
cent recommended  for  surgery  were  not  confirmed. 
About  one-half  of  those  persons  received  third  opinions. 

•  In  Massachusetts,  there  has  been  a  20  percent  decline 
in  surgery  which  may  result  from  a  sentinel  effect  of  the 
program. 

This  study  will  not  only  determine  the  cost-effectiveness 
of  second  opinion  programs,  but  also  the  factors  affecting 
the  use  of  second  opinion  benefits,  decisionmaking  by 
physicians  and  patients,  and  the  impact  of  the  programs 
on  surgery  rates  and  the  health  status  of  participating  pa- 
tients. Other  studies  in  this  program  area  assess  ex- 
perimental quality  assurance  and  utilization  review 
systems  and  develop  methods  to  identify  inappropriate 
use  of  hospital  and  nursing  home  care.  There  are  also 
studies  on  the  impact  of  presurgical  screening  and  on  the 
outcomes  and  appropriateness  of  use  of  intensive  care 
services.  Other  efforts  are  ongoing  to  develop  models 
and  methods  of  discovering  fraud  and  abuse.  In  general, 
these  projects  are  intended  to  assess  methods  and  ap- 
proaches to  increasing  HCFA's  and  the  public's 
assurance  that  its  beneficiaries  are  provided  with  ap- 
propriate, high  quality  care  at  a  commensurate  cost. 


Data  Base  and  Statistical  Activities 

The  central  administration  of  the  Medicare  program  at  the 
Federal  level  has  permitted  the  development  of  a  uniform 
multipurpose  data  base  that  serves  the  needs  of  plan- 
ners, researchers  and  policymakers.  HCFA  uses  this 
claims-based  statistical  system,  together  with  other 
reporting  systems,  to  prepare  a  wide  variety  of  statistical 
and  analytical  reports  and  studies  on  the  utilization  and 
reimbursement  of  health  care  services  financed  by- 
Medicare.  Studies  carried  out  as  part  of  this  effort  are 
described  under  the  Research,  Demonstrations,  and 
Evaluations  section  of  this  report. 

The  statistical  reports  place  emphasis  on  patterns  and 
trends,  access  and  equity,  and  the  degree  to  which  ser- 
vices are  provided  efficiently  and  economically.  Many  of 
these  reports  are  produced  on  a  recurring  basis,  while 
others  represent  analyses  of  special  issues. 

The  Health  Care  Financing  Administration  regularly 
produces  Medicare  statistical  reports  that  provide  data  on 
number  and  demographic  characteristics  of  aged,  disabl- 
ed and  ESRD  beneficiaries,  as  well  as  on  characteristics 
of  participating  providers  and  amounts  of  Medicare 
benefit  payments  at  State  and  county  levels.  These 
reports  also  include  person-based  data  showing  expen- 
ditures and  utilization  by  type  of  benefit,  age,  sex  and 
location  of  beneficiary  residence. 

In  addition  to  reports  on  HCFA  programs,  ORDS  also 
maintains  a  data  base  on  national  health  spending  by  sec- 
tor of  care  and,  by  source  of  payment.  The  Summer  1980 
issue  of  the  Health  Care  Financing  Review  reported 
trends  in  spending  and  sources  of  payment  through 
calendar  year  1979.  The  article  reported  that  National 
Health  Care  spending  reached  $212  billion  in  1979,  up 
12.5  percent  from  1978  and  comprised  9.0  percent  of  the 
Gross  National  Product.  Medicare  and  Medicaid  provided 
$53  billion,  or  25  percent  of  total  health  spending.  These 
estimates  were  updated  along  with  other  statistics  on 
hospital  costs,  health  care  prices  and  employment  and 
national  economic  indicators  in  HCFA's  four  quarterly 
TRENDS  issues  in  1980.  TRENDS  reported  that  National 
Health  Expenditures  rose  to  $228  billion  annually  by  June 
1980,  up  nearly  14  percent  over  the  same  period  in  the 
prior  year.  The  rate  of  increase  in  employment  in  the 
health  industry,  primarily  the  hospitals  and  nursing  home 
industries,  was  decelerating  in  the  same  period.  Projec- 
tions of  national  health  spending  by  sector  and  by  source 
of  payment  through  1990  appeared  in  the  Winter  1980 
issue  of  the  Health  Care  Financing  Review.  The  article 
projected  that  National  Health  Expenditures  would  reach 
$758  billion  in  1990,  or  11.  5  percent  of  the  Gross  Na- 
tional Product,  primarily  due  to  increased  spending  for 
hospital  and  nursing  home  care.  The  national  health  ex- 
penditure data  base  also  includes  distribution  of  health 
spending  and  sources  of  payment  by  age  group  with 
special  emphasis  on  persons  age  65  and  older,  which  is 
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used  for  an  annual  article  in  the  Health  Care  Financing 
Review  (Spring,  1980).  The  article  reported  that  persons 
aged  65  and  over  comprised  only  11  percent  of  the 
population  in  1978  but  accounted  for  nearly  30  percent  of 
all  personal  health  care  spending.  Medicare  and 
Medicaid  paid  about  58  percent  of  all  personal  health 
care  expenses  of  aged  persons  in  1978. 

Other  data  bases  for  Medicare  were  fully  implemented 
in  FY  80.  The  National  Medical  Care  Utilization  and  Ex- 
penditures Survey  (NMCUES),  jointly  developed  by  HCFA 
and  the  National  Center  for  Health  Statistics,  will  serve  as 
a  continuing  source  of  person-based  data  on  the  patterns 
of  use  and  the  costs  and  sources  of  payment  for  non- 
institutionalized  Medicare  and  non-Medicare 
beneficiaries.  In  addition,  a  new  data  base  that  was  fully 
implemented  in  FY  80  is  derived  from  the  Medicare 
statistical  system.  Through  linkage  of  Medicare  eligibility 
and  claims  files,  a  continuous  history  sample  of  five  per- 
cent of  all  Medicare  beneficiaries  will  trace  the  use  of  all 
Medicare  benefits  from  1974  on  (or  time  of  enrollment,  if 
later).  This  will  allow  longitudinal  studies  of  benefit  use 
and  non-use  and  of  expenditures,  and  analyses  of 
hypothetical  changes  in  benefit  structure  or  cost-sharing 
arrangements. 


•  Health  Care  Financing  Notes  provide  descriptive  data 
on  the  Medicare  program  in  a  brief  format  as  soon  as 
they  become  available. 

In  addition,  the  following  series  are  published  by  HCFA: 

•  Health  Care  Financing  Trends  is  a  quarterly  update  of 
selected  national  health  statistics. 

•  Health  Care  Financing  Monographs  include  publica- 
tions which  do  not  fit  into  any  of  the  other  series.  Ex- 
amples include  the  Grants  Brochure,  various  conference 
proceedings,  and  the  "Research  and  Demonstrations  in 
Health  Care  Financing,"  which  briefly  describes  all  ongo- 
ing projects. 


Copies  of  the  Office  of  Research,  Demonstrations  and 
Statistics  publications  are  available  from:  ORDS  Publica- 
tions, Room  1E9  Oak  Meadows  Building,  6340  Security 
Blvd.,  Baltimore,  MD  21235. 


HCFA  Publications  Program 

HCFA  launched  a  major  research  publications  program  in 
FY  80,  in  order  to  increase  access  and  recognition  of  its 
research  results  and  statistical  products.  By  developing  a 
coordinated,  color-keyed  set  of  publications  covering 
research,  demonstrations  in  seven  series  of  publications, 
HCFA  has  attempted  to  meet  the  difficult  challenge  of  ef- 
fective dissemination  and  use  of  research  and  statistics. 

HCFA  published  the  following  series  applicable  to 
Medicare: 

•  Health  Care  Financing  Review  is  a  quarterly  research 
journal,  which  often  carriers  articles  relating  to  Medicare. 

•  Health  Care  Financing  Grants  and  Contracts  Reports 
present  the  final  reports  from  selected  ORDS/HCFA  fund- 
ed extramural  projects  of  the  kind  described  under 
Research,  Demonstrations  and  Evaluations,  above. 

•  Health  Care  Financing  Research  Reports  present  the 
results  of  major  studies  and  projects  conducted  by  HCFA 
program  staff.  "Ten  Years  of  Short-Stay  Hospital  Utiliza- 
tion and  Costs  Under  Medicare:  1967-1976"  is  a  recently 
published  Research  Report. 

•  Health  Care  Financing  Program  Statistics  contain 
detailed  data  and  analyses  on  the  Medicare  program.  In- 
cluded in  this  series  are  Medicare  data  on  enrollment, 
providers  and  use  of  and  reimbursement  for  covered  ser- 
vices. 
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APPENDIX  A 


Part  A  Intermediaries 

and 

Part  A  Blue  Cross  Plans 

PART  A-INTERMEDIARIES 

Blue  Cross  Association 
676  North  St.  Clair  Street 
Chicago,  Illinois  60611 

Aetna  Life  Insurance  Company 
151  Farmington  Avenue 
Hartford,  Connecticut  06156 

Cooperative  de  Seguros  de  Vida  Puerto  Rico 
Post  Office  Box  3428  G.P.O. 
San  Juan,  Puerto  Rico  00936 

Hawaii  Medical  Service  Association 
1504  Kapiolani  Boulevard 
Post  Office  Box  860 
Honolulu,  Hawaii  96808 

Kaiser  Foundation  Health  Plan,  Inc. 

1956  Webster  Street 

Room  310-A 

Oakland,  California  94612 

Mutual  of  Omaha  Insurance  Company 
Post  Office  Box  456 
Downtown  Station 
Omaha,  Nebraska  68101 

Nationwide  Mutual  Insurance  Company 
Post  Office  Box  1625 
Columbus,  Ohio  43216 

The  Prudential  Insurance  Company  of  America 

Drawer  471 

Millville,  New  Jersey  08332 

The  Travelers  Insurance  Company 
One  Tower  Square 
Hartford,  Connecticut  06115 

PART  A— BLUE  CROSS  PLANS 

Blue  Cross  and  Blue  Shield  of  Alabama 
450  Riverchase  Parkway  East 
Birmington,  Alabama  35298 

Blue  Cross  and  Blue  Shield  of  Arizona,  Inc. 
321  West  Indian  School  Road 
Post  Office  Box  1 3466 
Phoenix,  Arizona  85002 

Arkansas  Blue  Cross  and  Blue  Shield,  Inc. 

601  Gaines  Street 

Little  Rock,  Arkansas  72203 


Blue  Cross  of  Southern  California 
Post  Office  Box  70000 
Van  Nuys,  California  91470 

Blue  Cross  of  Northern  California 
1950  Franklin  Street 
Oakland,  California  94659 

Blue  Cross  and  Blue  Shield  of  Colorado 
700  Broadway 
Denver,  Colorado  80273 

Blue  Cross  and  Blue  Shield  of  Connecticut,  Inc. 

370  Bassett  Road 

North  Haven,  Connecticut  06473 

Blue  Cross  and  Blue  Shield  of  Delaware,  Inc. 
201  West  14th  Street 
Wilmington,  Delaware  19899 

Group  Hospitalization,  Inc. 
550  12th  Street,  SW 
Washington,  DO.  20024 

Blue  Cross  of  Florida,  Inc. 
Post  Office  Box  1 798 
Jacksonville,  Florida  32201 

Blue  Cross  and  Blue  Shield  of  Georgia/Atlanta,  Inc. 
3348  Peachtree  Road,  NE 
Post  Office  Box  4445 
Atlanta,  Georgia  30302 

Blue  Cross  of  Georgia/Columbus,  Inc. 
2357  Warm  Springs  Road 
Post  Office  Box  7368 
Columbus,  Georgia  31908 

Blue  Cross  of  Idaho  Health  Service,  Inc. 
1501  Federal  Way 
Post  Office  Box  7408 
Boise,  Idaho  83707 

Health  Care  Service  Corporation 
233  North  Michigan  Avenue 
Chicago,  Illinois  60601 

Mutual  Hospital  Insurance,  ln<  . 
120  West  Market  Street 
Indianapolis,  Indiana  46204 

Blue  Cross  of  Iowa 
Ruan  Building 
636  Grand  Avenue 
Des  Moines,  Iowa  50307 

Blue  Cross  of  Western  Iowa  and  South  Dakota 
Third  and  Pierce  Streets 
Sioux  City,  Iowa  51102 
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Blue  Cross  of  Kansas,  Inc. 
1133  Topeka  Boulevard 
Post  Office  Box  239 
Topeka,  Kansas  66601 

Blue  Cross  and  Blue  Shield  of  Kentucky,  Inc. 
9901  Linn  Station  Road 
Louisville,  Kentucky  40223 

Louisiana  Health  Service  and  Indemnity  Company 

Post  Office  Box  1 5699 

Baton  Rouge,  Louisiana  70895 

Associated  Hospital  Service  of  Maine 
110  Free  Street 
Portland,  Maine  04101 

Blue  Cross  of  Maryland,  Inc. 
700  East  Joppa  Road 
Towson,  Maryland  21204 

Blue  Cross  of  Massachusetts,  Inc. 

100  Summer  Street 

Boston,  Massachusetts  02106 

Blue  Cross  and  Blue  Shield  of  Michigan 
600  Lafayette  East 
Detroit,  Michigan  48226 

Blue  Cross  and  Blue  Shield  of  Minnesota 
3535  Blue  Cross  Road 
St.  Paul,  Minnesota  55765 

Blue  Cross  and  Blue  Shield  of  Mississippi,  Inc. 
Post  Office  Box  1043 
Jackson,  Mississippi  39205 

Blue  Cross  of  Kansas  City 
Post  Office  Box  169 
Kansas  City,  Missouri  64141 

Blue  Cross  Hospital  Service,  Inc.  of  Missouri 

4444  Forest  Park 

St.  Louis,  Missouri  63108 

Blue  Cross  of  Montana 
3360  10th  Avenue,  South 
Post  Office  Box  5017 
Great  Falls,  Montana  59403 

Blue  Cross  and  Blue  Shield  of  Nebraska 
Post  Office  Box  3248 
Main  Post  Office  Station 
Omaha,  Nebraska  68103 

New  Hampshire-Vermont  Health  Service 

Two  Pillsbury  Street 

Concord,  New  Hampshire  03306 

Hospital  Service  Plan  of  New  Jersey 
33  Washington  Street 
Newark,  New  Jersey  07102 


New  Mexico  Blue  Cross  and  Blue  Shield, 
12800  Indiana  School  Road,  NE 
Albuquerque,  New  Mexico  87112 


nc. 


Blue  Cross  of  Northeastern  New  York, 
Post  Office  Box  8650 
Albany,  New  York  12208 


Inc. 


Blue  Cross  of  Western  New  York,  Inc. 
Blue  Cross  Building 
298  Main  Street 
Buffalo,  New  York  14202 

Blue  Cross  and  Blue  Shield  of  Greater  New  York 

622  Third  Street 

New  York,  New  York  10017 

Rochester  Hospital  Service  Corporation 
41  Chestnut  Street 
Rochester,  New  York  14606 

Blue  Cross  of  Central  New  York,  Inc. 
Post  Office  Box  4809 
344  South  Warren  Street 
Syracuse,  New  York  13221 

Hospital  Plan,  Inc. 
5  Hopper  Street 
Utica,  New  York  13501 

Hospital  Service  Corporation  of  Jefferson  County 
158  Stone  Street 
Post  Office  Box  570 
Watertown,  New  York  13602 

Blue  Cross  and  Blue  Shield  of  North  Carolina 
Post  Office  Box  2291 
Durham,  North  Carolina  27702 

Blue  Cross  of  North  Dakota 
4510  13th  Avenue,  SW 
Fargo,  North  Dakota  58121 

Hospital  Care  Corporation 
1351  William  Howard  Taft  Road 
Cincinnati,  Ohio  45206 

Blue  Cross  of  Northeast  Ohio 
2066  East  Ninth  Street 
Cleveland,  Ohio  44115 

Blue  Cross  of  Central  Ohio 
255  East  Main 
Post  Office  Box  16526 
Columbus,  Ohio  43216 

Blue  Cross  of  Northwest  Ohio 
Post  Office  Box  943 
Toledo,  Ohio  43656 
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Blue  Cross  and  Blue  Shield  of  Oklahoma 
1215  South  Boulder  Avenue 
Tulsa,  Oklahoma  74119 

Northwest  Hospital  Service 
100  SW  Market  Street 
PostOtfice  Box  1217 
Portland,  Oregon  97201 

Hospital  Service  Plan  of  the  Lehigh  Valley 
1221  Hamilton  Street 
Allentown,  Pennsylvania  18102 

Capital  Blue  Cross 

100  Pine  Street 

Harrisburg,  Pennsylvania  17101 

Blue  Cross  of  Greater  Philadelphia 
1 333  Chestnut  Street 
Philadelphia,  Pennsylvania  19107 

Blue  Cross  of  Western  Pennsylvania 
One  Smithfield  Street 
Pittsburgh,  Pennsylvania  15222 

Hospital  Service  Association  of  Northeastern 

Pennsylvania 
Blue  Cross  Building 
70  North  Main  Street 
Wilkes-Barre,  Pennsylvania  18711 

Blue  Cross  of  Rhode  Island 
444  Westminster  Mall 
Providence,  Rhode  Island  02901 

Blue  Cross  and  Blue  Shield  of  South  Carolina 
Drawer  F,  Forest  Acres  Branch 
Columbia,  South  Carolina  29260 

Blue  Cross  and  Blue  Shield  of  Tennessee 
Blue  Cross  Building 
Chattanooga,  Tennessee  37402 

Memphis  Hospital  Service  and  Surgical  Association, 

Inc. 
Post  Office  Box  98 
Memphis,  Tennessee  38101 

Group  Hospital  Service,  Inc. 
Post  Office  Box  222146 
Dallas,  Texas  75222 

Blue  Cross  of  Utah 
2455  Parleys  Way 
Post  Office  Box  30270 
Salt  Lake  City,  Utah  84125 

Blue  Cross  of  Virginia 
2015  Staples  Mill  Road 
Post  Office  Box  27401 
Richmond,  Virginia  23279 


Blue  Cross  of  Southwestern  Virginia 
Post  Office  Box  13047 
3959  Electric  Road 
Roanoke,  Virginia  24045 

Blue  Cross  of  Washington  and  Alaska, 
15700  Dayton  Avenue,  North 
Post  Office  Box  327 
Seattle,  Washington  981 1 1 

Blue  Cross  Hospital  Service,  Inc. 
Post  Office  Box  1 353 
Commerce  Square 
Charleston,  West  Virginia  25325 

Parkersburg  Hospital  Service,  Inc. 
Post  Office  Box  1948 
Parkersburg,  West  Virginia  26101 

West  Virginia  Hospital  Service,  Inc. 
20th  and  Chapline  Street 
Wheeling,  West  Virginia  26003 

Associated  Hospital  Service,  Inc. 
401  West  Michigan  Street 
Post  Office  Box  2025 
Milwaukee,  Wisconsin  53203 

Blue  Cross  Blue  Shield  of  Wyoming 
4000  House  Avenue 
Post  Office  Box  2266 
Cheyenne,  Wyoming  82001 


Inc. 
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APPENDIX  B 


Part  B— Blue  Shield  Plans 
Part  B— Commercials,  Other 

PART  B-BLUE  SHIELD  PLANS 

Blue  Cross  and  Blue  Shield  of  Alabama 
450  Riverchase  Parkway,  East 
Birmingham,  Alabama  35298 

Arkansas  Blue  Cross  and  Blue  Shield,  Inc. 

601  Gaines  Street 

Little  Rock,  Arkansas  72203 

California  Physicians  Service 
2  Northpoint  Street 
Post  Office  Box  7968-Rincon  Annex 
San  Francisco,  California  94120 

Blue  Cross  and  Blue  Shield  of  Colorado 

700  Broadway 

Denver,  Colorado  80273 

Blue  Cross  and  Blue  Shield  of  Delaware,  Inc. 
201  West  14th  Street 
Wilmington,  Delaware  19899 

Medical  Service  of  the  District  of  Columbia 
550  12th  Street,  SW 
Washington,  D.C.  20024 

Blue  Shield  of  Florida,  Inc. 
Post  Office  Box  1798 
Jacksonville,  Florida  32231 

Mutual  Medical  Insurance,  Inc. 
120  West  Market  Street 
Indianapolis,  Indiana  46204 

Blue  Shield  of  Iowa 
Ruan  Building 
636  Grand  Avenue 
Des  Moines,  Iowa  50307 

Blue  Shield  of  Kansas,  Inc. 
1133  Topeka  Boulevard 
Post  Office  Box  239 
Topeka,  Kansas  66601 

Blue  Shield  of  Maryland,  Inc. 
700  East  Joppa  Road 
Towson,  Maryland  21204 

Blue  Shield  of  Massachusetts,  Inc. 

100  Summer  Street 

Boston,  Massachusetts  02106 

Blue  Cross  and  Blue  Shield  of  Michigan 
600  Lafayette  East 
Detroit,  Michigan  48226 


Blue  Cross  and  Blue  Shield  of  Minnesota 
3535  Blue  Cross  Road 
St.  Paul,  Minnesota  55765 

Blue  Shield  of  Kansas  City 
Post  Office  Box  169 
Kansas  City,  Missouri  64141 

Montana  Physicians  Service 
404  Fuller  Avenue 
Post  Office  Box  4310 
Helena,  Montana  59601 

New  Hampshire-Vermont  Health  Service 

Two  Pillsbury  Street 

Concord,  New  Hampshire  03306 

Blue  Shield  of  Western  New  York,  Inc. 
15  Chenango  Street 
Binghamton,  New  York  13901 

Blue  Cross  and  Blue  Shield  of  Greater  New  York 

622  Third  Avenue 

New  York,  New  York  10017 

Blue  Shield  of  North  Dakota 
4510  13th  Avenue,  SW 
Fargo,  North  Dakota  58121 

Pennsylvania  Blue  Shield 

Post  Office  Box  65 

Camp  Hill,  Pennsylvania  17011 

Seguros  de  Servicio  de  Salud  de  Puerto  Rico,  Inc. 

GPO  Box  3628 

San  Juan,  Puerto  Rico  00936 

Blue  Shield  of  Rhode  Island 
444  Westminster  Mall 
Providence,  Rhode  Island  02901 

Blue  Cross  and  Blue  Shield  of  South  Carolina 
Drawer  F,  Forest  Acres  Branch 
Columbia,  South  Carolina  29219 

South  Dakota  Medical  Service,  Inc. 

1601  West  Madison 

Sioux  Falls,  South  Dakota  57104 

Group  Medical  and  Surgical  Ser\  ice 
Post  Office  Box  222147 
Dallas,  Texas  75222 

Blue  Shield  of  Utah 
2455  Parleys  Way 
Post  Office  Box  30270 
Salt  Lake  City,  Utah  84125 

Washington  Physicians  Service 
2401— 4th  Avenue 
4th  and  Battery  Building,  6th  Floor 
Seattle,  Washington  98121 
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Wisconsin  Physicians  Service  Insurance  Corporation  State  Agency 

Post  Office  Box  9277 

Madison,  Wisconsin  53715  Department  of  Institutions,  Social  and  Rehabilitative 

Services 
Post  Office  Box  25352,  State  Capitol  Station 

PART  B-COMMERCIALS,  OTHER  0klanonla  Ci,y<  0klahoma  73125 

Aetna  Life  Insurance  Company 
151  Farmington  Avenue 
Hartford,  Connecticut  06156 

Connecticut  General  Life  Insurance  Company 
900  Cottage  Grove  Road 
Hartford,  Connecticut  06152 

E.D.S.  Federal  Corporation 
7171  Forest  Lane 
Dallas,  Texas  75230 

The  Equitable  Life  Assurance  Society 

of  the  United  States 
1285  Avenue  of  the  Americas 
New  York,  New  York  10019 

General  American  Life  Insurance  Company 

Post  Office  Box  505 

St.  Louis  County,  Missouri  63166 

Group  Health  Incorporated 
326  West  42nd  Street 
New  York,  New  York  10036 

Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York,  New  York  10010 

Mutual  of  Omaha  Insurance  Company 
Post  Office  Box  456 
Downtown  Station 
Omaha,  Nebraska  68101 

Nationwide  Mutual  Insurance  Company 
Post  Office  Box  1625 
Columbus,  Ohio  43216 

Occidental  Life  Insurance  Company  of  California 

Post  Office  Box  54905,  Terminal  Annex 

12th  at  Hill  Street 

Los  Angeles,  California  90054 

Pan-American  Life  Insurance  Company 

Post  Office  Box  60450 

New  Orleans,  Louisiana  70160 

The  Prudential  Insurance  Company  of  America 

Drawer  471 

Millville,  New  Jersey  08332 

The  Travelers  Insurance  Company 
One  Tower  Square 
Hartford,  Connecticut  06115 
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APPENDIX  C 

Program  Data  by  States 
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Beneficiaries  (as  of  1/1/80),  Participating  Health  Cai 
year  1980),  Admissions2,  Home  Health  Visits3,  and  F 

Per  1,000  Beneficiaries 

BENEFICIARIES5 

VISITS 

ADMISSIONS 

VISITS 

Hospital 
Insurance* 

Medical 
Insurance 

Home 
Health 

Inpatient 
Hospital 

Skilled 
Nursing 
Facility 

Home 
Health 

Gem 

ALABAMA 

474,597 

471,408 

13 

370,500 

417 

25 

761 

ALASKA 

12,163 

10.306 

2 

2,400 

304 

2 

196 

ARIZONA 

315,486 

307,153 

6 

69,900 

333 

11 

219 

ARKANSAS 

339.655 

336,017 

9 

67,200 

440 

2 

194 

CALIFORNIA 

2,553,609 

2,530.668 

52 

1,513,600 

334 

39 

582 

COLORADO 

261.376 

255.394 

8' 

173,500 

395 

15 

655 

CONNECTICUT 

386.313 

380.925 

4 

544,100 

299 

42 

1,395 

DELAWARE 

64.975 

63,543 

i 

66.300 

309 

17 

1,012 

DISTRICT 
OF  COLUMBIA 

74.462 

72.122 

1: 

50.400 

387 

7 

641 

FLORIDA 

1.655,596 

1,644,500 

22; 

1,800.700 

369 

16 

1,068 

GEORGIA 

565.669 

562,980 

161 

321.500 

401 

9 

554 

HAWAII 

77,705 

76.167 

2< 

42.700 

270 

21 

537 

IDAHO 

101.819 

99.176 

4' 

69.600 

321 

23 

680 

ILLINOIS 

1.326,583 

1.305.527 

25 

997.800 

363 

17 

728 

INDIANA 

634  691 

620,129 

12' 

180.600 

360 

18 

283 

IOWA 

411  780 

405.788 

15( 

148.400 

396 

9 

358 

KANSAS 

322,190 

316,998 

171 

124,200 

429 

6 

383 

KENTUCKY 

450.376 

447.356 

10; 

161.900 

389 

20 

352 

LOUISIANA 

435.001 

409.982 

131 

392.600 

403 

5 

892 

MAINE 

155.726 

153,749 

5; 

138.700 

357 

8 

881 

MARYLAND 

409.468 

397,990 

e* 

229.600 

313 

16 

551 

MASSACHUSETTS 

765.456 

753,399 

15; 

971.000 

350 

11 

1.252 

MICHIGAN 

1.017,137 

1.000.894 

22( 

448.200 

349 

26 

437 

MINNESOTA 

506.892 

500,313 

18( 

161,700 

400 

13 

317 

MISSISSIPPI 

314.876 

312,868 

11! 

460,500 

439 

1 

1,422 

MISSOURI 

695.590 

682.932 

16? 

739,000 

420 

10 

1,051 

MONTANA 

92,611 

90,614 

67 

30,300 

392 

16 

324 

NEBRASKA 

216,782 

212,867 

12C 

74,600 

425 

12 

342 

NEVADA 

69.905 

67,895 

2C 

32,900 

389 

23 

466 

NEW  HAMPSHIRE 

110,543 

107,630 

2£ 

98,400 

331 

22 

884 

NEW  JERSEY 

924.287 

915,707 

in 

1,007.300 

305 

15 

1,077 

NEW  MEXICO 

124.501 

121,719 

4/ 

80,100 

316 

2 

629 

NEW  YORK 

2,319  827 

2.291.032 

31/ 

1,614,300 

311 

23 

684 

NORTH  CAROLINA 

658.376 

650,935 

146 

330,700 

364 

17 

494 

NORTH  DAKOTA 

85,988 

84.339 

55 

21.Q00 

486 

30 

242 

OHIO 

1,275.856 

1,249.539 

208 

643,200 

348 

24 

497 

OKLAHOMA 

392,746 

386.766 

132 

82,400 

400 

5 

206 

OREGON 

326.204 

313.498 

7E 

176.500 

325 

17 

539 

PENNSYLVANIA 

1.651,516 

1,621,425 

247 

1,795,400 

342 

23 

1,076 

RHODE  ISLAND 

135,818 

133,475 

16 

144,200 

317 

33 

1,049 

SOUTH  CAROLINA 

317,177 

312,371 

75 

202,000 

322 

15 

622 

SOUTH  DAKOTA 

97,184 

95,107 

65 

36,100 

417 

7 

368 

TENNESSEE 

561,804 

558,152 

156 

355,900 

446 

8 

621 

TEXAS 

1.416,340 

1,405,373 

496 

860.200 

429 

3 

596 

UTAH 

115,281 

109,726 

41 

47,300 

318 

18 

408 

VERMONT 

63,966 

63,061 

16 

96,400 

360 

17 

1,492 

VIRGINIA 

542,283 

527,543 

11C 

124,100 

355 

7 

225 

WASHINGTON 

459,543 

448,719 

106 

251,900 

327 

19 

544 

WEST  VIRGINIA 

269,829 

266,201 

66 

137,400 

398 

12 

502 

WISCONSIN 

608.879 

601,851 

14' 

278,000 

346 

8 

453 

WYOMING 

40,254 

38,967 

26 

26,000 

333 

2 

642 

PUERTO  RICO 

342,970 

191,389 

5* 

386.700 

190 

3 

1,126 

VIRGIN  ISLANDS 

4,721 

4,283 

200 

197 

— 

37 

OTHER  AREAS 

2630 

2,186 

400 

169 

— 

148 

FOOTNOTES 

'  Benefit  payments  for  All  Ar 
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1 

Beneficiaries  (as  of  1/1/80),  Participating  Health  Care  Resources  (as  of  7/1/80),  Benefit  Payments  (in  millions)1  (fiscal 
year  1980).  Admissions2,  Home  Health  Visits',  and  Rates  per  1,000  beneficiaries4  (calendar  year  1979), 


BENEFICIARIES* 

HEALTH  CARE  RESOURCES 

Per  1,000  Beneficiaries 

Hospital 
Insurance 

474.597 

12,163 

315.486 

339.655 

Medical 
Insurance 

471.408 

10.306 

307.153 

336,017 

Hospitals 

Skilled  Nursing 

Home 

Health 

Agencies 

89 

1 

13 
90 

Independent 
Laboratories 

41 
4 

45 
25 

Hospital 
Insurance 

S3565 
$12,2 
S235  5 
$2066 

Medical 
Insurance 

$140.4 

$4  9 

$120  4 

$102.6 

ADMISSIONS 

Inpatient            Skilled 

Hospital            Cursing 

Facility 

197.700                uoon 

3.700 
105,200                   3.500 
149.300                      firm 

VISITS 

Home 
Health 

3"0  500 
2.400 

69  900 

ADMISSIONS 

Inpatient            MSk"led 
Hospital             pursing 

417                          25 
304                            2 
333                         11 

VISITS 

Home 
Health 

761 
196 
219 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 

General 
134 
24 
68 
98 

Psych 
3 

1 
4 
2 

TB 

Total 
137 
25 
72 

100 

General  Beds 

19.647 

1.257,458 

9.715 

10.980 

Facilities 

179 

4 

24 

2 

Beds 

11,989 

207 

832 

128 

COLORADO 
CONNECTICUT 

DELAWARE 

DISTRICT 

OF  COLUMBIA 

FLORIDA 

GEORGIA 

HAWAII 

IDAHO 

ILLINOIS 

INDIANA 

IOWA 

KANSAS 

KENTUCKY 

LOUISIANA 

MAINE 

MARYLAND 

2.553,609 
261,376 
386,313 
64.975 

74.462 
1.655.596 

50  5  669 
77,705 
101,819 
1,326,583 
1,34  691 
411.780 
I22  1 90 
450.376 
435.001 
1 55  726 
409  468 

2.530.668 
255.394 
380.925 
63.543 

72,122 

1.644,500 

562,980 

76  1 67 
99  1 76 
1    105  52/ 
620  129 
405    '88 
316,998 
447,356 
409.982 
153,749 
397.990 

528 
89 
44 
9 

13 
222 

169 
24 
47 
251 
127 
150 
178 
107 
138 
52 
64 

40 
5 
8 
2 

2 

20 
10 
1 

19 
12 
4 
8 
5 
6 
2 

1 
1 

1 
1 

1 

1 
1 

569 
94 
52 
11 

15 
243 
180 

25 

47 
271 
139 
154 
186 
113 
145 

54 

88.291 
11,501 
12,132 
2.125 

5.014 
48,114 
24.184 

2,378 

2.710 
57.014 
24,340 
16.504 
14,040 
15.040 
19.040 

4.556 

969 
70 

177 
14 

5 
194 
69 
26 
43 
215 
116 
24 
24 
94 
11 
16 

90,583 

5,676 

18.032 

957 

378 
21.116 
6.253 
1.709 
3,107 
8,229 
6,314 

715 
1.514 
4,260 
1,460 

404 

147 
43 
83 
6 

4 
131 
66 
9 
15 
132 
43 
107 
63 
54 
71 
18 

816 
48 
74 
12 

9 
133 
49 
31 
13 
187 
41 
16 
28 
39 
49 
2 

$2,629  8 
$2196 
$351,0 
$58  3 

S98  8 
$1.388  3 
$3695 
$60  2 
$63.9 
$1,483.9 
$512.4 
$322  8 
$285  2 
$301.1 
$310.5 
$129.5 

$1.496  9 
$909 
$154.0 
$21  8 

$454 
$782  5 
$183.6 

$34  2 

$26  2 
$410  9 
$171,0 
$1062 
$103,3 

$994 
$116.9 

$43.2 

853.600 
103.200 
115.300 
20.100 

28.800 
610.400 
226.600 

21.000 

32.700 
481.000 
228.700 
163.200 
138.000 
175.200 
175,300 

55.600 

99,600 
3.900 

16,100 
1.100 

500 

26.800 

5.100 

1,600 

.'  .100 
22.300 
11.300 

3.900 

1  5011 
9,200 

,'000 

1  200 

1.513.600 

1  '  l  500 
544.100 

66  500 

50,400 

1  800  -00 
.'.'1  500 
42,700 
(,o  600 
997.800 
180.600 

1  1,8   1,10 

124  200 
161  900 
192 ,600 
1  18  700 

334 
395 
299 
309 

387 
369 

401 
270 
321 
363 
360 
396 
429 

1110 

40.1 
357 

i 

39 

15 
42 
17 

7 

16 
9 
21 
23 
17 
18 
9 
6 
20 
5 
8 

194 
582 
655 

I  ',1, 
1.012 

,.|i 
l  (I68 
',M 
537 
i.i  io 
728 
283 

IMI 
15  1 

152 
892 

Mill 

MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 

NEW  HAMPSHIRE 
NEW  JERSEY 
I  NEW  MEXICO 
NEW  YORK 
NORTH  CAROLINA 

765.456 

1,017,137 

506.892 

114,876 
695,590 

92,611 
216.782 

69.905 
110,543 
924,287 
124.501 
2.319,827 
058  176 

753,399 
1.000,894 
500,313 
312,868 
682,932 

90,614 
212,867 

67,895 
107.630 
915.707 
121,719 
2,291.032 
650  935 

152 
220 
186 
118 
169 

67 
126 

23 

28 
117 

47 
317 

12 
14 
7 

8 

4 
2 
3 

11 

1 

38 

2 

166 
234 
193 
118 
177 

67 
130 

25 

31 
128 

48 
355 

32.109 
40.143 
21,102 
12.161 
28,562 
3,622 
9.781 
3.006 
3,153 
31,146 
4,357 
80,665 

120 

280 
82 
12 
51 
67 
19 
23 
24 

121 
4 

523 

6.766 

21.440 

4,132 

602 

3.942 

2.955 

1.370 

1,796 

803 

14,728 

223 

67,906 

137 
65 
83 

135 
48 
15 
17 
8 
40 
45 
19 

120 

115 

150 
24 
23 

102 
17 
10 
20 
5 
99 
17 

203 

$860. 1 
$1,129,4 
$410.9 
$201.7 
$633  2 

$63.8 
$170.9 

$71  1 

$84.5 
$7874 

$86  6 
$2,156,1 

$328  9 
$422  5 
$1525 
$86.5 
$206.1 
$26.7 
$543 
$34.6 
$32,6 
$3954 
$40.9 
$1,011.7 

128,300 
268.000 
354.700 
202,500 
138,300 
292,300 
36,300 
92,200 
27.200 
36.600 
281.800 
39,300 
720,700 

6.600 
8,500 

26  000 
h  700 
400 
6,800 
1,500 
2,500 

1  600 

2  400 
13,900 

300 
53,700 

'  '9  600 

971  000 

148  '00 

161    '00 

160  500 

'39,00(1 

in  100 

•4,600 

12,900 

98  400 

1.007.300 

80  100 

1  614,  100 

313 
350 

io 
100 
139 
420 
392 
425 
189 
331 
305 
316 
311 

16 
11 
26 
13 

1 
10 
16 
12 
23 
22 
15 

2 
'  i 

551 

l    '52 
437 
317 

ii" 

l  IV, l 

mi 
il 
l,,i 

MM  1 

1,077 
629 
684 

NORTH  DAKOTA 
OHIO 

85,988 
1.275,856 

84  l  19 
1 ,249  539 

55 

1 

56 

4,082 

57 

4,017 

12 

13 

$75.9 

$24.5 

41.800 

11  .'(111 
2  600 

I  Hi  700 
'1000 

I86 

in 

I'M 
242 

OKLAHOMA 

392,746 

386.766 

132 

6 

138 

13,833 

7 

351 

64 

53 

$303  8 

$111.4 

157,000 

2,100 

64  1,200 

ji  :  inn 

Hit 
400 

24 

S 

'in, 

OREGON 

326,204 

313,498 

78 

4 

— 

82 

8,782 

49 

3.084 

31 

39 

$260,5 

$97.2 

106,100 

5  500 

171,  51X1 

325 

17 

539 

PENNSYLVANIA 

1.651.516 

1,621,425 

24  7 

29 

— 

276 

53  454 

311 

35,035 

116 

159 

$1,536  3 

$594.3 

564.900 

18.000 

'  795  100 

342 

23 

1.076 

RHODE  ISLAND 

135.818 

133,475 

16 

2 

- 

18 

4,548 

57 

1,955 

13 

31 

$1266 

559  6 

43,000 

4.500 

144.  'OO 

317 

33 

1,049 

SOUTH  DAKOTA 

97,184 

95.107 

63 

" 

- 

63 

3,890 

7 

511 

26 

15 
7 

$185,5 
$67.4 

$80.9 
$22.1 

102.200 
40,500 

4,900 
700 

202000 
16  100 

322 

417 

15 
7 

622 

mil 

TEXAS 

1.416,340 

1.405,373 

496 

19 

2 

517 

61,961 

37 

2,159 

77 

36 
204 

$405.6 
$1,116.2 

$150.0 
$532  2 

250  400 
607,300 

4  600 
4,800 

155900 

Ml  ,021 10 

111, 
429 

e 

3 

821 

lull 

UTAH 

115,281 

109,726 

41 

1 

- 

42 

4,079 

23 

1.470 

9 

17 

$75  0 

$33.0 

36,600 

2  100 

17    100 

llll 

18 

VERMONT 

63,966 

63.061 

16 

2 

- 

18 

1,918 

18 

665 

20 

2 

349  4 

$19.0 

23.000 

I  100 

96,400 

160 

17 

1  1'i,' 

VIRGINIA 

54.'  28.1 

527,543 

110 

12 

— 

122 

21  98Q 

51 

1,872 

47 

24 

$398.5 

$170  8 

192,500 

]  800 

124  ion 

155 

7 

226 

WASHINGTON 

459.543 

448,719 

108 

5 

— 

113 

11.960 

89 

10,184 

34 

77 

$326.3 

$139.7 

150,100 

8  1,00 

251  'Kin 

127 

19 

544 

WEST  VIRGINIA 

269,829 

266,201 

66 

2 

- 

68 

10,153 

35 

2,809 

30 

20 

$186,4 

$599 

107.500 

1    '00 

i  17  mo 

198 

12 

Ml, 

WISCONSIN 

608,879 

601,851 

149 

16 

- 

165 

21,491 

80 

9,002 

89 

5 

$522  8 

$176.5 

210,700 

4  800 

278,000 

',41, 

8 

453 

WYOMING 

40,254 

18  967 

28 

1 

— 

29 

1.691 

1 

170 

16 

_ 

$28.2 

$101 

13,400 

100 

26,000 

333 

2 

642 

PUERTO  RICO 

342.970 

191    189 

54 

1 

— 

55 

8.032 

4 

190 

27 

37 

$73.2 

$44.6 

65,200 

900 

186,700 

190 

3 

1  126 

VIRGIN  ISLANDS 

4,721 

4,283 

2 

_ 

_ 

2 

316 

- 

_ 

1 

1 

$1.5 

$0  8 

900 

200 

197 

- 

37 

OTHER  AREAS 

2,630 

.'  180 

2 

- 

2 

298 

1 

16 

1 

37 

$1  0                           $0.5 

400 

400 

il.'l 

- 

Mil 

50 


FOOTNOTES 

1  Benefil  paymenls  lor  All  Areas  represent  lolal  vouchers  drawn  by  intermediaries  and 
earners,  and  direct  payments  to  providers  ol  services  during  the  period  October  1979 
through  September  1980,  excluding  administrative  expenses  Distribution  ot  benefit 
payments  by  geographic  area  was  established  based  on  inlenm  reimbursements  in 
CY  1979  as  reflected  on  bills  recorded  in  central  office  Payments  reflect  residence 
of  beneliciary.  Benefit  payments  shown  in  millions  of  dollars 


;' Admissions  represent,  admission  notices  for  calendar  year  1979  recorded  in  central 
office  records  through  May  1980  (preliminary  data)  Geographic  areas  reflect  location 
of  the  provider  Admissions  are  rounded  to  nearest  hundred.  Total  for  All  Areas  in- 
cludes admissions  to  Canadian  hospitals.  Receipt  of  an  admission  notice  does  not 
necessarily  imply  coverage  of  the  hospital  or  SNF  stay  by  Medicare.  While  most 
hospitals  admissions  are  in  fact  covered,  previous  year's  experience  indicates  that 
SNF  admission  notices  exceed  SNF  stays  with  at  least  one  covered  day  by  thirty  to 
forty  percent. 


JHome  health  visits  received  during  calendar  year  1979  and  recorded  in  central  of- 
fice records  through  June  1980  (preliminary  data).  Visits  rounded  to  nearest  hundred 
Total  lor  All  Areas  also  includes  visits  received  by  beneficiaries  whose  residence  is 
listed  as  a  foreign  country  or  whose  State  ot  residence  is  currently  unknown 
'  Inpatient  hospital  and  skilled  nursing  facility  admission  rates  based  on  the  number  of 
Hospital  Insurance  beneficiaries  as  of  1/1/80  Home  health  visrt  rales  based  on  the 
number  of  beneficiaries  with  either  Hospital  Insurance  coverage  Medical  Insurance 
coverage  or  both,  as  ot  1/1/80 


;  "  ah  Areas  bui  noi  shown  separately  ore  beneficiarlti  wilding  In  toralgn 
countries  and  beneficiaries  whoso  Stole  of  rMldem  I  Ii  i  urranliy  unknown 
"Included  in  All  Areas  but  not  shown  separately  arc  tltJmaftd  btnefll  payment!  lor 
beneficiaries  residing  m  foreign  countries  and  beneficiaries  whoso  Slate  of  residence 
Ii  currently  unknown 

'includes  data  for  Guam,  American  Samoa,  and  other  outlying  areas 

'Less  than  50  51 
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APPENDIX  F 

Five- Year  Trend  Analysis  of  Contractor 

Administrative  Costs  and  Productivity 

Improvements 

PART  A  INTERMEDIARIES 
FY  1976  Through  FY  1980 

The  following  tables  contain  significant  workload,  ad- 
ministrative cost,  average  manpower,  and  benefit  pay- 
ment data  reflecting  the  combined  performance  of  all 
Part  A  intermediaries  from  fiscal  year  1976  through  1980. 

During  this  period,  the  annual  workloads  rose  a  total  of 
37.7  percent  over  the  base  while  total  administrative 


costs  rose  only  31.1  percent.  In  terms  of  total  unit  cost, 
the  decrease  from  $5.70  to  $5.43  is  4.7  percent.  These 
decreased  costs  reflect  the  expanded  use  of  automatic 
data  processing  equipment  and  improved  procedures. 


PART  A  INTERMEDIARIES 

TREND  DATA  AND  INDICES 

WORKLOAD  AND  COST 


Total 

Provider 

Fiscal 

Bills 

Total 

Unit 

Unit  Cost 

Audit  and 

Year 

Processed 

Adm.  Cost 

Cost 

Adm.  Cost1 

Exc.  Audit1 

Reimbursement 

1976 

28,898,700 

$164,844,800 

$5.70 

$132,989,300 

$4.60 

$39,656,700 

1977 

32,119,000 

$182,331,000 

$5.68 

$146,848,500 

$4.57 

$44,146,800 

1978 

34,862,400 

$191,259,600 

$5.49 

$141,824,000 

$4.07 

$47,695,400 

1979 

36,410,000 

$201,546,200 

$5.54 

$147,411,000 

$4.05 

$51,980,900 

1980 

39,789,300 

$216,037,000 

$5.43 

$155,131,500 

$3.90 

$60,905,500 

INDICES  (FY  1976  as  100%) 

1976 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

1977 

111.1 

110.6 

99.6 

110.4 

99.3 

111.3 

1978 

120.6 

116.0 

96.3 

106.6 

88.5 

120.3 

1979 

126.0 

122.3 

97.2 

110.8 

88.0 

131.1 

1980 

137.7 

131.1 

95.3 

116.6 

84.8 

153.6 

^or  FY  1976  and  1977  data  excludes  Provider  Audit,  PSRO,  and  HMO  Costs 
For  FY  1978,  1979  and  1980  data  excludes  Provider  Reimbursement,  Provider  Audit,  PSRO  and  HMO  costs. 


PART  A  INTERMEDIARIES 
TREND  DATA  AND  INDICES 


Production 

Benefits 

%  of  Adm. 

Fiscal 

Staff- 

Per 

Avg.  P.S. 

Cost 

Benefits 

Paid 

Cost  to  Bene 

Year1 

Years 

Staff-Year 

Per  Staff- Year 

Paid  (M) 

Per  Bill 

(Inc.  Audit) 

1976 

7,606.9 

3,799 

$12,119 

$12,855,000 

$444.83 

1.3 

1977 

7,607.9 

4,222 

$13,474 

$15,846,400 

$493.37 

1.2 

1978 

6,895.1 

5,056 

$14,415 

$18,405,100 

$527.93 

1.0 

1979 

6,681.0 

5,450 

$15,623 

$20,931,400 

$574.88 

1.0 

1980 

6,211.6 

6,406 

$17,121 

$25,238,000 

$637.49 

0.9 

INDICES  (FY  1976  as  100%) 

1976 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

1977 

100.0 

111.1 

111.2 

123.3 

110.9 

92.3 

1978 

90.6 

133.1 

118.9 

143.2 

118.7 

76.9 

1979 

87.8 

143.5 

128.9 

162.8 

129.2 

76.9 

1980 

81.7 

168.6 

125.2 

196.3 

143.3 

69.2 

1For  FY  1976  and  1977  data  excludes  Provider  Audit,  PSRO  and  HMO  activities 
For  FY  1978,  1979,  and  1980  data  excludes  Provider  Reimbursement,  Provider  Audit,  PSRO  and  HMO  activities 
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PART  B  CARRIERS 
FY  1976  Through  FY  1980 

The  following  tables  contain  significant  workload,  ad- 
ministrative cost,  average  manpower,  and  benefit  pay- 
ment data  reflecting  the  combined  performance  of  all 
Part  B  carriers  from  fiscal  year  1976  through  1980. 

During  the  period,  the  annual  workloads  rose  a  total  of 
64.8  percent  over  the  base  while  total  administrative 
costs  rose  only  37.1  percent.  In  terms  of  unit  cost  for  pro- 


cessing claims,  the  decrease  from  $3.14  to  $2.61  is  16.8 
percent.  Contributing  to  the  reduced  cost  of  processing  a 
claim,  in  addition  to  expanded  use  of  data  processing 
equipment  and  improved  procedures,  are  the  increased 
use  of  facilities  management  subcontracts  and  fixed 
price  contracts  which  limited  the  manpower  increase  to 
7.0  percent  over  FY  1976  manpower  levels. 


PART  B  CARRIERS 

TREND  DATA  AND  INDICES 

WORKLOAD  AND  COST 

Payment 

Fiscal 

Claims 

Claims 

Records 

Payment  Records 

Year 

Processed 

Adm.  Cost 

Unit  Cost 

Processed 

Unit  Cost 

1976 

92,399,500 

$290,241,800 

$3.14 

75,266,100 

$3.86 

1977 

108,126,300 

$322,608,800 

$2.98 

88,983,800 

$3.63 

1978 

120,439.700 

$344,572,700 

$2.86 

100,087,300 

$3.43 

1979 

133,494,900 

$375,273,500 

$2.81 

112,864,600 

$3.32 

1980 

152,312,600 

$398,043,300 

$2.61 

129,465,800 

$3.07 

INDICES  (FY  1976  as  100%) 

1976 

100.0 

100.0 

100.0 

100.0 

100.0 

1977 

117.0 

111.2 

94.9 

118.2 

94.0 

1978 

130.3 

118.7 

91.1 

133.0 

88.9 

1979 

144.5 

129.3 

89.5 

150.0 

86.0 

1980 

164.8 

137.1 

83.1 

172.0 

79.5 

PART  B  CARRIERS 

TREND  DATA  AND  INDICES 

PRODUCTIVITY,  PERSONAL  SERVICE  COSTS  AND  BENEFITS 

(EXCLUDING  PSRO  &  HMO) 


Fiscal 

Staff- 

Production 

Avg.  P.S. 

Cost 

Benefits 

Benefits  Paid 

%  of  Adm. 

Year 

Years 

Per  Staff- Year 

Per  Staff- Year 

Paid  (M) 

Per  Claim 

Cost  to  Benefits 

1976 

16,688.9 

5,537 

$10,553 

$3,658,974 

$39.60 

7.9 

1977 

16,995.8 

6,357 

$11,777 

$4,634,568 

$42.86 

7.0 

1978 

16,851.8 

7,110 

$12,770 

$5,436,781 

$45.14 

6.3 

1979 

16,474.0 

8,103 

$13,753 

$6,360,068 

$47.64 

5.9 

1980 

15,514.9 

9,817 

$15,172 

$7,798,407 

$51.20 

5.1 

INDICES  (FY  1976 

as  100%) 

1976 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

1977 

101.8 

114.8 

111.6 

126.7 

108.2 

88.6 

1978 

101.0 

128.4 

121.0 

148.6 

114.0 

79.7 

1979 

98.7 

146.3 

130.3 

173.8 

120.3 

74.7 

1980 

93.0 

177.3 

143.8 

213.1 

129.3 

64.6 
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APPENDIX  G 


Significant  Legislation  Enacted  in  FY  80 


P.L.  96-265— Social  Security  Disability  Amendments 
of  1980 

I.  Voluntary  Certification  of  Medicare  Sup- 
plemental Health  Insurance  Policies  (Medigap) 

Voluntary  Certification  Program 

The  Secretary  would  be  required  to  establish,  effective 
July  1,  1982,  a  voluntary  certification  program  for 
Medicare  supplemental  health  insurance  policies.  To  be 
certified,  a  policy  would  have  to  (a)  meet  or  exceed  the 
standards  for  such  policies  established  by  the  National 
Association  of  Insurance  Commissioners  (NAIC),  in- 
cluding those  relating  to  minimum  benefits,  preexisting 
conditions,  full  disclosure,  and  no  loss  cancellations,  and 
(b)  be  expected,  in  the  aggregate,  to  pay  benefits  to 
subscribers  equal  to  75  percent  of  premiums  in  the  case 
of  group  policies  and  60  percent  in  the  case  of  individual 
policies.  The  voluntary  certification  program  would  not  in- 
clude group  policies  established  by  an  employer  or  labor 
organization. 

State  Programs 

The  voluntary  certification  program  would  not  be  ap- 
plicable to  any  policy  issued  in  a  State  which  under  State 
law  has,  by  July  1,  1982,  established  and  implemented 
standards  equal  to  or  more  stringent  than  the  NAIC  stand- 
ards, and  the  loss  ratio  requirements  for  individual  and 
group  policies  under  the  voluntary  certification  program. 
Determinations  as  to  whether  a  State's  regulatory  pro- 
gram meets  these  standards  and  requirements  would  be 
made  by  a  Supplementary  Health  Insurance  Panel,  ap- 
pointed by  the  President.  The  Panel  would  consist  of  four 
State  Insurance  Commissioners  or  superintendents  and 
be  chaired  by  the  Secretary.  On  or  before  January  1, 
1982,  the  Secretary  would  be  required  to  submit  to  the 
Senate  Finance  Committee  and  the  House  Committee  on 
Interstate  and  Foreign  Commerce  and  Ways  and  Means, 
a  report  identifying  those  States  that  the  Panel  finds  can- 
not be  expected  to  have  implemented  a  qualified 
regulatory  program  by  July  1,  1982. 

Penalties 

The  bill  provides  criminal  penalties  (fines  of  up  to  $25,000 
and  imprisonment  for  up  to  five  years)  for  furnishing  false 
information  in  order  to  obtain  the  Secretary's  certification; 
making  a  false  representation  with  respect  to  the  com- 
pliance of  a  policy  with  the  Federal  requirements;  falsely 
representing  an  association  or  agency  relationship  with 
the  Medicare  program  or  any  Federal  agency  for  the  pur- 
pose of  selling  health  insurance,  selling  supplemental 


policies  by  mail  which  have  not  been  approved  by  the 
State  or  have  not  been  deemed  to  be  approved  for  sale 
within  the  State,  or  knowingly  selling  duplicative  health  in- 
surance to  an  individual. 

The  Secretary  would  be  required  to  conduct  a  study 
and  to  submit  to  the  Congress  by  January  1 , 1 982  a  report 
on  the  effectiveness  of  various  State  approaches  to 
regulation  of  Medicare  supplemental  policies,  and  the 
need  for  additional  standards  for  Medicare  supplemental 
policies.  Further,  on  July  1,  1982,  and  no  less  than  every 
two  years  thereafter,  the  Secretary  is  required  to  submit  a 
report  evaluating  the  effectiveness  of  the  certification  pro- 
cedure and  the  criminal  penalties. 


II.  Waiting  Period  for  Reentitled  Disabled 

Present  Law 

The  disabled  become  entitled  to  Medicare  hospital  in- 
surance benefits  (Part  A)  only  after  being  entitled  to  social 
security  or  railroad  retirement  benefits  for  24  consecutive 
months.  Where  there  is  an  interruption  in  entitlement  to 
disability  benefits,  before  or  after  the  24-month  waiting 
period  has  been  completed,  a  new  24-month  waiting 
period  must  be  served  before  entitlement  to  Medicare 
can  begin  or  be  resumed. 

Modification 

Under  this  provision,  the  waiting  period  for  Medicare 
coverage  for  reentitled  disabled  individuals  would  be 
eliminated  or  shortened  by  removing  the  concept  of 
"consecutive"  from  the  law  where  reentitlement  to 
disability  cash  benefits  occurs  within  60  months  or  less 
(84  months  or  less  in  the  case  of  a  child,  disabled  widow 
or  widower)  following  the  termination  of  a  prior  period  of 
disability. 

Effective  date:  six  months  after  enactment. 


III.  Extension  of  Trial  Work  Period 

Present  Law 

Both  Medicare  and  cash  disability  insi'  ance  benefits  are 
terminated  when  an  individual  has  either  medically 
recovered  or  has  demonstrated  his/her  ability  to  engage 
in  substantial  gainful  activity.  Currently,  if  a  person  has 
earnings  of  $300  or  more  a  month,  they  are  considered 
capable  to  engaging  in  substantial  gainful  activity  despite 
their  impairment. 

Modification 

Under  this  provision  the  Social  Security  disability  in- 
surance trial  work  period  would  be  extended  to  include  12 
additional  months  and  Medicare  entitlement  would  be  ex- 
tended for  24  additional  months  (for  a  total  of  36  months 
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over  present  law)  for  disabled  individuals  engaged  in 
substantial  gainful  activity  who  have  not  medically 
recovered. 

Effective  date:  six  months  after  enactment 

IV.  Authority  for  Demonstration  Projects 

Demonstrations  Relating  to  the  Terminally  III 

The  bill  authorizes  up  to  $2  million  a  year  to  be  used  by 
the  Social  Security  Administration  (SSA)  for  participation 
in  the  HCFA  Medicare  and  Medicaid  hospice  demonstra- 
tion project.  The  purpose  of  SSA's  participation  would  be 
to  study  the  impact  of  the  social  security  disability  in- 
surance programs  on  the  terminally  ill. 

Work  Incentives  and  Other  Demonstration  Projects 

The  bill  authorizes  the  waiver  of  benefit  requirements  of 
Titles  II.  XVI  and  XVIII  of  the  Social  Security  Act  to  allow 
demonstration  projects  by  the  Social  Security  Administra- 
tion (SSA)  to  test  ways  in  which  to  stimulate  disability 
beneficiaries  to  return  to  work.  Waivers  would  also  be 
authorized  in  the  case  of  other  disability  insurance 
demonstration  projects  which  SSA  wished  to  undertake, 
such  as  a  study  of  the  effects  of  lengthening  the  trial  work 
period,  or  altering  the  24-month  waiting  period  for 
Medicare  benefits. 


viders  are  terminated  under  the  Medicare  program  for 
making  false  statements,  submitting  excessive  bills,  or 
furnishing  services  in  excess  of  needs.  The  law  also  re- 
quires State  Medicaid  agencies  to  notify  the  Secretary 
promptly  whenever  a  provider  of  services  or  an  individual 
practitioner  is  terminated,  suspended,  or  otherwise  sanc- 
tioned or  prohibited  from  participating  under  the  Medicaid 
program. 

Effective  date:  Upon  enactment 


P.L  96-272— Adoption  Assistance  and  Child 
Welfare  Act  of  1980 

I.  Exchange  of  Information  on  Terminated  or  Suspended 
Providers  under  Medicare  and  Medicaid  Programs 

Present  Law 

The  Secretary  is  required  to  suspend  from  the  Medicare 
program  any  practitioner  convicted  of  a  criminal  offense 
related  to  involvement  in  the  program,  and  any  institu- 
tional provider  in  which  a  managing  employee  has  been 
so  convicted,  and  to  notify  the  State  Medicaid  agency  to 
suspend  the  physician  or  provider  from  the  Medicaid  pro- 
gram. Federal  matching  payments  may  not  be  made 
under  Medicaid  to  any  practitioner  or  provider  suspended 
under  Medicare.  Present  law  also  allows  the  Secretary  to 
exclude  from  the  Medicare  program  individual  practi- 
tioners or  providers  who  knowingly  or  willfully  make  or 
cause  to  be  made  any  false  statements  in  an  application 
for  payment,  or  submit  excessive  bills,  or  furnish  services 
in  excess  of  needs.  There  is  no  current  requirement  that 
the  Secretary  notify  the  Medicaid  State  agency  when 
such  determinations  are  made. 

Modification 

Section  308  requires  the  Secretary  to  notify  the  State 
Medicaid  agency  when  individual  practitioners  or  pro- 
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